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About  the  Book  and  the  Author 


WE  are  pleased  to  publish  this  book  by  one  of  the  great  pioneers  in 
clarifying  the  specific  uses  of  life  insurance  and  the  many  family, 
business,  and  estate  problems  which  it  solves. 

Whatever  your  walk  in  life — ^whether  you  are  in  life  insurance  di- 
rectly or  whether  you  are  a  teacher,  doctor,  lawyer,  employee  for  a 
corporation,  or  any  of  the  myriad  occupations  that  make  up  our  com- 
plex society,  life  insurance  may  play  an  important  part  in  your  life. 

Well  over  120  milhon  men,  women,  and  children  in  the  United 
States  and  Canada  own  some  form  of  life  insurance,  and  every  year  more 
and  more  famiUes  reafi&rm  their  faith  in  life  insurance  as  the  keystone  of 
their  families'  financial  security  by  purchasing  increasing  amounts  of  this 
unique  form  of  property. 

Yet,  do  most  people  understand  what  life  insurance  really  means  to 
them  and  to  their  loved  ones,  to  the  economy  of  our  countries,  and  indeed 
to  our  very  way  of  life?  Our  research  at  the  Life  Insurance  Agency  Man- 
agement Association  shows  that,  although  the  pubUc  beUeves  in  the  con- 
cept of  life  insurance  in  a  general  way,  they  do  not  have  a  real  compre- 
hension of  life  insurance  at  work. 

Grifl&n  M.  Lovelace  is  credited  with  initiating  the  program  approach 
to  life  insurance  selling  some  40  years  ago,  an  approach  that  is  today 
accepted  and  used  by  the  professional  life  underwriter.  This  method  em- 
phasizes the  ownership  of  life  insurance  to  fit  a  specific  need  or  sets  of 
needs:  to  provide  a  guaranteed  income  for  a  widow  and  her  children;  to 
enable  the  average  man  to  create  an  immediate  estate;  to  make  sure  that 
a  professional  man  or  woman  or  a  businessman  will  have  available  cash 
to  meet  the  great  emergency  of  retirement;  or  to  assure  compensation  for 
the  good  will  of  a  profession  or  a  business  enterprise;  or  to  prevent 
shrinkage  in  an  estate  by  taxes  and  other  obhgations;  or  to  provide  cash 
at  death  for  a  man's  business  associates  and  his  family  that  will  be  re- 
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quired  to  protect  their  respective  interests  in  a  business.  Without  ade- 
quate life  insurance  for  such  needs,  there  may  be  a  substantial  loss  to  all 
concerned. 

In  this  book,  the  author  depicts  these  needs  graphically,  forcefully, 
and  in  language  that  the  layman  can  readily  understand.  He  takes  the 
mystery  out  of  life  insurance  and,  with  human  interest  stories  gleaned 
from  his  long  and  fruitful  career,  makes  it  come  alive  for  the  reader. 
He  pays  tribute  to  the  life  underwriter  and  the  agency  system,  without 
whose  services  our  country  could  never  have  had  the  tremendous  bul- 
wark that  protects  our  families  and  businesses  today. 

Since  life  insurance  is — by  many  billions  of  dollars — the  saving- 
money  in  our  economy  today,  this  book  was  needed  to  present,  freshly  and 
vividly,  many  facts  that  may  have  been  overlooked. 

We  believe  this  is  a  unique  book.  We  believe  it  is  timely.  Whatever 
your  goals  in  life,  we  believe  it  can  be  valuable  to  you. 

BURKETT  W.  HUEY 

Managing  Director 
Life  Insurance  Agency 
Management  Association 
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This  book  is  about  certain  facts  of  Life  and  Life  In- 
surance— problems  in  family  and  business  and  estate 
situations  that  usually  can  be  solved  by  the  use  of  life 
insurance. 

It  has  been  written  for  three  groups  of  readers :  ( 1 ) 
for  men  and  women  who,  because  of  their  situations  in 
life,  should  be  starting  (if  they  are  young)  or  expand- 
ing their  life  insurance  programs — husbands  and  wives 
and  the  owners  of  businesses  and  estates;  (2)  for  young 
men  and  women  who  are  considering  or  beginning  a 
career  in  life  imderwriting;  and  (3)  for  established  life 
underwriters  who,  like  those  in  other  professions,  may 
at  times  need  to  refresh  or  renew  their  interest  or  their 
faith  in  their  calling. 

In  the  partnership  of  marriage,  all  wives,  includ- 
ing the  wives  of  life  underwriters  and  candidates  for  a 
career  in  life  insurance,  have  an  equal  stake  with  their 
husbands  in  their  success;  and  they  have  or  should  have 
an  equal  interest  in  whatever  may  contribute  to  their 
husbands'  success — and  also  in  their  plans  for  the  fam- 
ily's future  security.  So,  it  would  seem  that  wives,  as 
well  as  husbands,  should  be  well  informed  as  to  certain 
"facts  of  life  and  life  insurance."  Perhaps  some  men  who 
read  this  book  may  ask  their  wives  to  read  it;  and  they 
may  profit  by  a  frank  discussion  of  problems,  which  they 
know  can  be  solved  only  by  a  life  insurance  program. 

G.  M.  L. 
WiUowbrook 
681  Mountain  Rd. 
West  Hartford,  Connecticut 
December,  1961 
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Economic  Life  Values 


1 


Adam  Smith  and  '^Life  Values'' 


"WHAT  IS  A  MAN  WORTH?" 

FOR  the  life  insurance  underwriter,  this  question  has  two  meanings.  If 
he  is  helping  a  client  to  estimate  the  amount  of  life  insurance  he  needs 
to  protect  his  estate  from  shrinkage  in  the  settlement  of  his  estate  (by 
taxes  and  other  obhgations),  the  question  means,  "What  is  the  value  of 
all  the  properties  the  client  owns?" 

But  if  the  imderwriter  is  thinking  of  a  man  in  relation  to  his  family, 
who  depend  on  his  earnings  for  their  support,  or  in  relation  to  a  business 
whose  success  is  and,  if  he  hves,  will  continue  to  be,  largely  or  entirely, 
the  result  of  his  efforts — then  the  question  implies,  "What  is  the  man's 
value  as  a  worker?"  . .  .  "What  is  the  capital  value  of  his  earning  power?" 

Even  a  young  man  on  salary,  who  has  only  a  few  doUars  in  the  bank 
and  owns  no  property  of  any  kind  may  have  a  potential  life  value  of 
a  few  himdred  thousand  doUars  as  a  producer  in  labor  or  services — the 
present  value  of  assumed  future  earnings  if  he  lives  to  a  good  age,  i.e.,  his 
value  to  his  family  as  a  breadwinner. 

And  the  question,  "What  is  a  man  worth?"  will  have  the  same  mean- 
ing for  a  lawyer  representing  a  widow  whose  husband  has  been  killed  by 
a  reckless  driver — what  would  he  have  been  worth  to  his  family  as  a 
breadwinner  if  he  had  lived  out  his  life  expectancy  (the  average  future 
lifetime  for  a  large  number  of  persons  of  his  age)? 

On  May  26,  1959,  New  York  newspapers  reported  that  in  a  nonjury 
trial  a  United  States  district  court  had  awarded  $208,110  to  a  widow 
whose  husband  had  been  killed  in  an  accident.  The  amount  of  the  award 
had  been  determined  by  an  estimate  of  the  husband's  earning  power 
based  on  his  life  expectancy  and  an  assumed  rate  of  future  annual  earn- 
ings. The  suit,  allowed  under  the  Federal  Tort  Claims  Act,  was  against 
the  Federal  Government. 
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The  economic  theory  of  the  general  function  of  life  insurance,  to 
compensate  for  lost  earning  power,  stems  from  the  principle  in  eco 
nomics  that,  just  as  there  is  value  in  what  we  call  things,  commodities,  or 
tangible  assets,  there  is  value  in  the  earning  power  of  men  and  women 
who  work  for  a  living. 

And  consumer  goods  and  other  products  have  value  only  because 
they  have  been  produced  or  fashioned  by  human  effort  from  natural 
resources.  Without  human  labor  of  brain  and  muscle  there  would  be  no; 
economic  values.  This  is  the  "labor  theory  of  value." 

The  principle  of  economic  life  values,  the  value  of  a  man  as  a 
worker,  is  not  a  new  idea  or  modern  concept.  Max  Lerner  wrote  that  it 
was  Adam  Smith  (1723-1790)  who  enunciated  "/or  the  first  time  the 
doctrine  that  labor  is  the  sole  source  of  value  in  commodities." 

Actually,  Adam  Smith  was  not  the  first  to  enunciate  the  doctrine.  In 
1690  John  Locke  wrote  that  "it  is  labor  that  puts  the  difference  of  value 
on  everything."  And,  as  we  shall  see,  there  were  others  before  Smith  whq 
supported  the  labor  theory  of  value,  including  an  American  philosophei 
who  put  it  into  print  in  1729. 

Whether  Smith  evolved  the  idea  from  his  own  analysis  of  economic 
forces  or  had  it  from  predecessors  we  do  not  know.  In  any  event  it  was 
Smith  who  propagated  the  doctrine  of  labor  values  so  effectively  that  il 
was  broadcast  to  the  world  of  students  of  economics  in  his  great  wori 
An  Inquiry  into  the  Nature  and  Causes  of  The  Wealth  of  Nations,  pub- 
lished in  1776,  after  ten  long  years  of  thinking,  writing,  and  rewriting 
The  book  was  translated  into  several  languages  and  is  stiQ  a  classic. 

The  Wealth  of  Nations  is  one  of  the  most  readable  of  aU  textbooks 
In  simple  words  Adam  Smith  denied  and  exploded  the  old  economic 
theory  of  mercantilism  and  other  doctrines  that  only  money  (gold  anc 
silver),  goods  and  other  properties  are  wealth. 

In  his  "Introduction"  to  the  Modem  Library  edition  of  Adan 
Smith's  monumental  book.  Max  Lerner,  in  describing  the  man  and  hi: 
book,  wrote  that  Smith,  a  retiring  Scottish  professor  of  philosophy,  was  i 
"gentle  sage  with  dynamite  flowing  from  his  pen,"  and  that  his  book  "r/i< 
Wealth  of  Nations  is  undoubtedly  the  foundation- work  of  modern  eco 
nomic  thought." 

When  we  first  read  The  Wealth  of  Nations  more  than  40  years  ago 
one  of  our  lasting  impressions  as  a  life  underwriter  was  of  the  itera 
tion  and  reiteration  of  the  doctrine  that  the  wealth  of  nations  is  the  prod 
uce  of  land  and  labor.  (Land  includes  all  raw  materials.  Some  moden 
economists  use  the  phrase  "labor  and  capital  equipment."  Capital  equip 
ment  includes  not  only  land  but  also  tools,  plants,  machinery,  etc. 
which,  of  course,  have  been  produced  by  labor. ) 


•^  ADAM    SMITH    AND    "LIFE    VALUES" 

Commodities  (useful  goods  made  from  raw  materials)  are  the 
product  ("produce"  is  Adam  Smith's  word)  of  human  hands  and  brain. 
Without  the  ingenuity  of  manpower  to  shape  natural  resources  to  good 
•  uses,  materials  have  no  economic  value;  only  potential  value— e.g.,  the 
resources  of  the  Arctic  regions  and  the  ocean  depths,  as  yet  unavailable 
for  use. 

Adam  Smith  defined  "real  wealth"  as  "the  exchangeable  value  of 
the  produce  of  land  and  labor";  i.e.,  exchangeable  directly  for  goods  and 
labor  or  services,  or  for  the  medium  of  exchange,  which  we  caU  money, 
that  facUitates  the  exchange  of  goods  and  services;  and  labor  is  declared 
to  be  "the  real  measure  of  the  exchangeable  value  of  aU  commodities." 
Also  Smith  declared: 

That  the  "real  price  of  everything  ...  is  the  toll  and  trouble  of  ac- 
quiring it."  And  that: 

"What  is  bought  with  money  or  with  goods  is  purchased  bv  labour 
..."And  that: 

"Labour  was  the  first  price,  the  original  purchase-money  that  was 
paid  for  all  things."  And: 

"It  was  not  by  gold  or  silver,  but  by  labour  that  all  the  wealth  of  the 
world  was  originally  purchased." 

Coming  down  from  1776  to  1959  we  have  just  read  the  foUowing 
sentence  in  a  New  York  Herald-Tribune  editorial:  "The  wage  factor  in 
an  average  manufacturing  operation  accounts  for  85  per  cent  of  the  cost 
and  ultimate  price  of  the  product." 


In  the  book  Adam  Smith  Today,  Arthur  Hugh  Jenkins  says  of  The 
Wealth  of  Nations,  "With  the  exception  of  the  Bible,  and  possibly  the 
;  Koran,  no  other  literary  work  has  so  powerfully  affected  the  thoughts 
i  and  lives  of  so  many  people  directly  or  indirectly"— including,  we  may 
■say,  life  underwriters,  for  whom  Smith  laid  the  foundation  of  our  present- 
jday  thinking  in  respect  to  insurable  "life  values." 

I  While  we  may  say  that  Smith  laid  the  foundation  of  our  present-day 
i  thinking  in  respect  to  life  values,  the  theory  was  implicit  rather  than  ex- 
Iplicit  in  what  he  wrote.  But  the  imphcation  was  so  clear  that  it  was  ob- 
vious to  disciples  who  wrote  after  him  that  since  there  is  value  in  ma- 
terial products  only  because  they  are  created  by  human  effort  then 
certainly  and  primarily  there  is  value  in  the  human  mechanism  that  made 
jthem — the  creator  of  the  properties. 

!  Perhaps  today  Adam  Smith  is  read  principally  by  students  of  eco- 
nomics. But  in  the  time  of  Washington  and  Jefferson  (contemporaries 
3f  Smith)  it  was  read  by  all  manner  of  men  who  enjoyed  the  pursuit  of 


Life  and  Life  Insurance  6 

knowledge.  Whether  Jefferson  had  read  The  Wealth  of  Nations  we  do  not 
know.  But  one  of  his  statements  suggests  that  perhaps  he  had;  or,  if  not, 
that  m  his  own  thinking  he  may  have  conceived  the  theory  of  Ufe  values. 
In  commentmg  on  the  evils  of  extravagance  in  a  government  that  over- 
loads its  citizens  with  an  intolerable  burden  of  taxation  (ostensibly  for 
their  own  good),  Jefferson  did  not  say  the  government  was  wasting  the 
peoples'  money.  He  said,  it  was  "wastmg  the  labor  [our  italics]  of  the 
people,"  which,  of  course,  is  the  same  thing. 

A  contemporary  of  Jefferson's,  the  British  economist,  David  Ricardo 
(1772-1823),  who  made  a  fortune  as  a  stockbroker,  wrote,  somewhat 
poetically,  that  the  real  cost  of  commodities  is  "human  sacrifice  and 
pain."  For  Ricardo,  says  the  Encyclopaedia  Britannica,  this  meant 
"quantity  of  labour."  And  that  "labour  alone  is  really  productive,  other 
factors  only  assisting  .  .  ."  is  basic  to  the  labor  theory  of  values  (our 
itaUcs).  "Only  assisting"  would  seem  to  be  an  enthusiastic  understate- 
ment. If  there  were  no  materials  to  work  with,  there  could  be  no  products. 
After  all,  in  Adam  Smith's  words  economic  goods  are  the  product  of 
land  and  labor. 

The  Ufe  value  has  been  called  "property"— for  example,  by  W.  A. 
Robertson,  "Fellow  of  the  Faculty  of  Actuaries  in  Scotland"  who,  in 
Edinburgh  nearly  a  hundred  years  ago,  was  a  boyhood  friend  of  the  dis- 
tinguished American  actuary  Arthur  Hunter  (LL.D.  of  Edinburgh  Uni- 
versity). Mr.  Robertson,  in  his  book  Life  Insurance  as  an  Investment, 
posed  a  rhetorical  question  in  regard  to  the  business  man  and  his  prop-  • 
erty:  "...  if  the  property  is  of  value  to  the  man  of  business,  is  not  the 
man  of  busmess  of  value  to  his  dependents;  is  the  man  of  business  not 
the  property  of  his  dependents?" 

An  odious  example  of  the  labor  theory  of  value  was  the  issuance  of 
poUcies  on  the  Uves  of  slaves.  These  poUcies  were  in  effect  considered 
to  be  contracts  of  property  msurance  on  chattels.  The  executor  of  a  slave 
owner  included  his  slaves  in  the  Ust  of  assets  of  the  decedent's  estate. 
The  value  of  slaves  to  their  owners  was  only  in  their  labor  and  not  in 
then-  persons,  the  mamtenance  of  which,  Adam  Smith  points  out,  cost 
more  than  the  labor  of  employed  free  men,  for  said  he,  "a  person  who 
can  acquire  no  property  can  have  no  other  interest  but  to  eat  as  muchj 
and  to  labor  as  Uttle  as  possible."  The  free  man  stands  to  gain  by  diligence 
and  industry. 

Some  writers  who  may  have  had  no  special  interest  in  the  study  of 
economics  have  in  various  ways  referred  to  the  theory  of  hfe  values.  For 
example,  a  railroad  man  is  quoted  by  Harry  Coffins  SpiUman  in  his  book 
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Personality,  published  in  1919.  He  said  that  a  president  of  a  certain  rail- 
road "capitalizes  each  man  on  a  basis  of  wages,  or  salary,  at  a  minimum 
of  $25,000.  For  example,  he  capitalizes  every  man  earning  $19.23  a 
week,  or  $83.33  a  month,  or  $1,000  a  year,  at  $25,000,  because  at  4  per 
cent  the  man's  wages  or  salary  is  the  interest  on  $25,000.  He  appraises 
a  man  earning  $19.23  a  week  as  being  worth  as  much  as  the  cost  of  a  lo- 
comotive." 

Even  in  a  story  book,  a  point  may  be  made  of  the  economic  value 
of  the  worker's  life.  Example:  In  David  Graham  Phillip's  novel,  George 
Helm  (D.  Appleton  &  Co.,  1912)  a  young  trust-busting  country  lawyer, 
now  governor  of  his  state,  had  drafted  notes  for  a  speech  designed  to 
arouse  the  people  against  what  he  considered  to  be  a  predatory  enter- 
prise. One  of  his  notes  read  as  follows:  "...  wealth  is  nothing  but  the 
proceeds  of  labor." 

Years  ago  we  read  somewhere  that  of  all  the  forms  of  wealth  "la- 
bor is  the  most  sacred  and  inviolable";  for,  of  course,  labor  is  the  animate 
or  living  factor  in  the  production  of  wealth  from  materials  that  remain 
inert  until  they  are  transformed  by  the  labor  of  human  beings  into  useful 
things  or  commodities. 

We  had  thought  this  idea  came  from  Adam  Smith,  but  cannot  find 
it  in  his  writings.  If  some  reader  knows  the  source  and  will  write  us,  the 
kindness  will  be  appreciated. 

Sometimes  the  simple  words  of  simple  people  serve  weU  to  illustrate 
a  general  idea.  Adam  Smith's  theory  of  life  values  may  be  illustrated  by 
an  anecdote  related  by  an  old  friend  who  was  a  vice  president  of  a  life 
insurance  company.  As  a  college  student  he  lived  in  a  boarding  house 
that  was  dominated  by  a  talented  cook.  He  said  that  the  most  exciting 
of  all  her  many  palatable  concoctions  was  the  hash  she  made  on  Mondays 
from  the  remainder  of  Sunday's  roast  beef.  One  day  he  complimented 
the  lady  of  the  kitchen  on  her  success  with  this  delectable  dish  and  asked 
how  she  made  it. 

"Well,  suh,"  she  said,  "I  chops  up  the  beef  and  potatoes  real  fine, 
an'  I  mixes  'em  all  up  real  good.  But  the  reason  my  hash  is  so  tasty  is  'at 
I  puts  so  much  of  myself  into  it."  It  was  her  skill  and  zeal  as  a  cook  that 
made  it  possible  to  convert  left  overs  into  a  prized  entree  and  made  her 
a  good  wage  earner. 

It  is,  indeed,  the  human  factor — talents,  skills,  industry,  invention, 
labor  of  brain  and  muscle,  in  the  arts  and  sciences,  on  the  farm  or  on  the 
sea,  in  the  professions  and  in  business  and  manufacturing,  or  in  the 
kitchen — that  is  the  source  of  economic  values  and  "the  wealth  of  na- 
tions." 
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Protection  against  losses  in  material  things  by  fire  insurance  (and 
other  coverages)  has  long  been  included  in  the  study  of  economics.  Here 
we  are  interested  in  the  protection  by  life  insurance  of  the  economic 
value  of  men  and  women  who  work  for  a  Uving.  Life  insurance  covers 
the  risk  of  loss,  by  death,  of  a  person's  potential  future  earnings  and  the 
risk  of  certain  impairments  to  the  estate  he  has  accumulated  from  past 
earnings,  for  the  benefit  of  dependents  and  creditors.  Also,  it  should  be 
noted,  inherited  estates  are  the  product  of  the  labor  and  earnings  of  pre- 
vious generations  of  workers,  usually  parents  or  grandparents. 

Life  underwriters  have  long  emphasized  the  fact  that  income  is  de- 
rived either  "from  men  at  work  or  money  at  work";  and  that,  Uke  income 
property,  a  man's  earning  power  has  a  productive  value  that  should  be 
protected  against  financial  loss.  And,  of  course,  there  was  no  "money  at 
work"  until  thrifty  "men  at  work"  had  accumulated  surplus  earnings,  in 
excess  of  the  cost  of  Hving,  and  invested  their  savings,  in  income  property 
— factories,  mines,  goods  for  sale,  securities,  real  estate. 

We  wish  we  knew  the  name  of  the  life  underwriter  who  coined  the  in- 
cisive, useful  phrase,  "men  at  work  and  money  at  work"  which,  by  the 
way,  is  referred  to  by  the  Harvard  Law  School  lecturer  Mayo  Adams 
Shattuck  in  his  book  An  Estate  Planner's  Handbook.  We  Uke  "men  at 
work"  because  it  encompasses  the  whole  range  of  human  effort — not 
only  labor  in  the  production  of  machinery  and  consumer  goods  but  also 
in  the  arts,  sciences  and  invention  and  in  the  ministrations  of  professional 
men  and  women  and  agents  of  many  kinds  who  acquire  knowledge  and 
skills  to  serve  the  various  needs  of  their  chents. 

This  discussion  leads  to  one  definite  conclusion  that  although  we  can  I 
make  no  exact  dollar  appraisal  of  an  individual's  future  earnings  (be- 
cause we  do  not  know  how  long  a  person  may  live  nor  what  his  earnings 
may  be  from  time  to  time)  it  is  true  that,  just  as  there  are  property! 
values,  so,  too,  there  are  substantial  "life  values"  in  the  earning  power  of: 
men  and  women  who  work  for  a  living. 

More  and  more  the  courts,  in  their  awards  of  compensation  for 
fatal  accidents,  as  in  the  example  given  on  the  first  page  of  this  chapter, 
are  recognizing  that  the  present  value  of  assumed  future  earnings  for  the 
average  lifetime  of  a  given  age,  is  a  fair  basis  for  estimated  life  values. 

The  theory  of  economic  life  values  should  be  of  great  interest  to  the| 
life  underwriter  and  to  his  clients.  It  should  be  especially  helpful  to  busi- 
ness and  professional  men  and  women  in  understanding  the  nature  and 
value  of  the  "business  good  will"  ("customer  loyalty"  or  the  "name") 
they  have  built  up  over  the  years,  the  product  of  their  ability,  energy,  fair 
dealing,  and  their  personahty — a  major  asset  while  they  are  living,  which, 
however,  too  often  shrinks  to  nothing  at  death. 
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This  is,  of  course,  a  sound  reason  why  the  business  owner's  Ufe 
should  be  insured.  If  he  Hves,  his  family  will  continue  to  enjoy  the  benefits 
of  his  business  good  will.  When  he  dies,  its  value  will  die  with  him  unless 
the  business  can  be  continued  successfully  by  competent  heirs  or  can  be 
sold  as  an  asset  of  a  prosperous  business.  Otherwise  the  good- will  value 
may  be  a  total  loss  unless  the  owner's  life  had  been  adequately  insured. 

Following  the  death  of  a  business  owner,  the  federal  tax  collector  will 
investigate  to  see  if  he  can  discover  a  good- will  value  subject  to  the 
federal  estate  tax.  Perhaps  we  may  think  of  the  federal  estate  tax  on 
good  will  as  a  tax  on  life  values. 


In  textbooks  written  by  professors  of  economics,  insurance  has  long 
been  defined  as  a  "risk  bearing"  factor  in  economic  planning — in  recog- 
nition of  the  fact  that  all  values  are  subject  to  risks  of  financial  loss  which, 
in  a  well-ordered  economy,  should  and  can  be  protected  by  a  mutual  plan 
of  sharing  losses.  The  losses  are  shared  (through  premium  payments) 
by  the  person  directly  affected  and  by  all  who  had  joined  him  in  the 
mutual  undertaking.  Thus,  though  his  financial  loss  is  not  eliminated  en- 
tirely, it  is  so  greatly  reduced  that  it  is  only  a  minor  loss — and  not  a 
catastrophe  as  it  might  have  been  without  the  contributions  of  others. 
And  of  course,  at  the  time  of  the  loss  the  cost  of  reimbursement,  even  a 
miUion  dollars,  is  not  felt  by  anyone  as  a  financial  privation  since  it  had 
already  been  provided  for  by  previous  premium  payments. 

The  first  type  of  risk  coverage  centuries  ago  was  marine  insurance 
for  protecting  the  owners  of  ships  and  cargoes.  Then  came  fire  insur- 
ance and  other  plans  for  the  protection  of  other  properties;  and,  finally, 
life,  accident,  disability  and  some  forms  of  liabihty  insurance  for  the  pro- 
tection of  life  values. 

So  just  as  we  insure  against  financial  loss  the  property  values  created 
by  labor,  so  too  the  "life"  or  earning  power  of  the  creator  of  the  proper- 
ties can  be  insured  to  protect  his  family  in  event  of  his  death,  or  to  make 
some  provision  for  himself  and  his  family  if  his  earning  power  is  termi- 
nated by  his  total  disability  or  by  his  inability  to  work  and  earn  in  old 
age. 


A  valid  or  legal  financial  interest  of  a  beneficiary  in  the  continuance 
of  the  life  of  a  person  is  called  an  insurable  interest.  Such  an  interest  is 
inherent  and  self-evident  in  certain  relationships  between  the  insured 
person  and  his  beneficiary — his  estate,  his  dependents  or  creditors  and 
business  associates,  such  as  partners,  stockholders  and  employees. 
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It  is  expected  that  a  life  will  be  insured  only  if  it  is  clear  that  the 
proposed  beneficiary  has  an  insurable  interest  in  the  life  of  the  appli- 
cant for  a  policy.  If  such  an  interest  is  not  apparent  from  their  relation- 
ship, the  life  insurance  company  will  require  proof  that  it  exists  and  in 
the  absence  of  satisfactory  proof  may  refuse  to  issue  the  policy. 

In  closing  this  chapter,  may  we  use  a  rather  whimsical  comparison 
to  illustrate  one  of  the  principal  uses  of  money:  Ask  a  man  what  he  has 
in  his  wallet.  "Money"  he  thinks.  But  the  money  in  his  wallet  or  his  bank 
account  or  placed  in  investments  is,  in  effect,  a  storage  of  economic 
power  generated  by  human  effort  in  producing  wanted  goods  or  services 
— like  a  charge  of  electric  power  accumulated  in  a  storage  battery  for  use 
as  needed. 


^^Life  Insurance  Is  Time  Insurance'' 


BENJAMIN  Franklin  and  Adam  Smith  were  contemporaries:  They 
died  the  same  year  in  1790.  According  to  the  Oxford  Dictionary, 
Franklin  was  the  author  of  the  saying  that  "time  is  money";  that  is, 
time  used  in  productive  labor. 

In  line  with  Franklin's  dictum  is  the  following  sentence  from  the 
Encyclopaedia  Britannica:  "A  characteristic  of  aU  labour  is  that  it  uses 
time''  (our  italics).  So,  there  are  three  factors  in  the  production  of  goods 
and  services — land,  labor,  and  time.  A  man  may  have  the  knowledge 
and  skiUs  and  the  materials  and  tools  necessary  for  production  and 
services  but  these  are  not  enough.  He  must  have  time,  A  man  must  live, 
if  he  is  to  work  and  earn  a  living  for  his  family.  And  time  is  a  factor  in 
the  measurement  of  life  values.  The  linear  measure  of  human  life  that  we 
call  longevity,  life  expectancy  or  age  is  time. 

Forty  years  ago  at  Carnegie  Tech  School  for  Life  Insurance  Sales- 
manship, we  often  spoke  and  wrote  of  life  insurance  as  time  insurance. 
Nothing  is  more  precious  to  man  than  time — time  to  live  and  labor  and 
do  the  things  he  wants  and  needs  to  do  for  his  family  and,  by  his  works, 
to  establish  a  record  of  good  performance.  Life  insurance  is  the  only 
available  means  of  financial  assurance  for  the  time  factor  in  a  man's 
plans  for  the  future — the  only  substitute  for  time  when  it  fails  him.  Life 
is  time  and  in  a  very  real  sense  life  insurance  is  time  insurance. 

At  this  point  in  our  manuscript,  Dr.  Leonard  W.  Ferguson  who  was 
reading  it,  caUed  attention  to  an  interesting  reference  to  Benjamin  Frank- 
lin and  the  life  value  theory  in  Vernon  L.  Parrington's  book  The  Colonial 
Mind. 

Professor  Parrington  wrote  (1 )  that  "in  the  year  1729  when  Frank- 
lin had  just  turned  23,  he  entered  the  field  of  economics  with  a  pamphlet" 
in  which  the  "most  interesting  idea  ...  is  the  elaboration  of  the  labor 
theory  of  value";  and  (2)  that  McMaster,  in  his  life  of  Franklin  says 
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that  "Franklin's  pamphlet  contained  one  great  truth — the  truth  that 
labor  is  the  measure  of  value."  Whether  he  (Franklin)  discovered  or,  as 
is  not  unlikely,  borrowed  it,  he  was  the  first  openly  to  assert  it;  and  his  it 
remained,  till  47  years  later,  Adam  Smith  adopted  it  and  reafitoied  it  in 
The  Wealth  of  Nations. 

Professor  Parrington  then  wrote  (3)  that  in  1662  Sir  William  Petty 
"clearly  elaborated  the  principle  of  labor- value";  and  (4)  that  it  was  re- 
stated by  the  noted  French  military  engineer,  Sebastian  Le  Prestre  de 
Vauban  in  1707;  and  (5)  later  by  Hume  in  1752;  and  (6)  that,  when 
Adam  Smith  was  writing,  the  labor-value  theory  was  "pretty  widely 
known."  McMasters  assumed  that  Franklin,  aged  23,  had  "read  Petty's 
statement,  seized  the  salient  idea  and  turned  it  to  effective  use  before 
economic  students  generally  were  acquainted  with  it." 

Of  course,  the  source  or  cause  of  value  in  goods  and  services  and 
their  prices  is  a  more  complex  concept  than  as  expressed  in  Adam  Smith's 
terms  of  "the  produce  of  land  and  labor."  Goods  and  services  have  value 
according  to  their  utility,  desirabihty  (demand)  and  scarcity,  or  avail- 
ability. Obviously,  these  characteristics  affect  earning  power  and  life 
values.  Skilled  labor,  which  is  scarcer,  is  more  valuable  than  unskilled 
labor.  As  a  rule,  a  college  education  increases  one's  earning  power.  Com- 
pare the  value  of  a  brain  surgeon  (who  is  a  "scarce  article")  with  that  of 
a  filling-station  attendant  who  is  one  of  thousands. 


The  Capital  Value  of  a 
Worker^s  Life 


IN  1908  John  Marshall  Holcombe,  the  scholarly  president  of  the  Phoe- 
nix Mutual  Life  Insurance  Company,  in  his  series  of  lectures  at  Yale 
University,  gave  an  address  entitled  "The  economical  functions  of  insur- 
ance in  relation  to  the  family."  In  this  lecture,  Mr.  Holcombe  gave  a 
simple  and  clear  explanation  of  the  doctrine  that  there  is  a  calculable 
value  in  a  worker's  life. 

After  an  explanation  of  "the  elements  which  enter  into  the  value"  of 
various  kinds  of  property  (in  which  he  quotes  from  Adam  Smith's  The 
Wealth  of  Nations),  Mr.  Holcombe  said:  "...  It  now  can  be  inquired 
whether  a  human  life  can  have  a  definite  worth  that  can  be  measured  with 
any  degree  of  accuracy.  It  would  not  be  difficult  to  enumerate  many  Hves 
that  cannot  be  considered  of  any  pecuniary  value  because,  for  various 
reasons,  they  produce  nothing.  .  .  .  But  the  life  of  every  man  who  earns 
more  than  suffices  for  his  actual  personal  expenses  is  of  pecuniary  value 
to  someone  besides  himself."  He  then  cites  Adam  Smith's  reference  to 
the  value  of  slave  labor  in  excess  of  the  cost  of  maintenance  to  which 
elsewhere  we  have  referred. 

Speaking  then  of  a  worker's  value  to  his  dependents,  Mr.  Holcombe 
said  that  the  family  "has  a  clear  and  indisputable  interest  in  his  earnings"; 
and  he  gives  an  example  of  calculating  a  life  value:  "A  man  is  thirty  years 
old,  in  good  health,  and  his  surplus  earnings  are  $1,500  a  year  and  money 
is  worth  4  per  cent  per  annum,  by  a  standard  mortality  table  the  present 
value  of  the  future  surplus  earnings  of  this  life  is  $25,000.  It  is  true  that 
this  value  is  based  on  averages. ..." 

Relating  this  to  the  function  of  life  insurance,  Mr.  Holcombe  said 
that  life  insurance  "renders  immediately  available  (in  event  of  death)  the 
future  earnings  of  a  lifetime."  Note  that  in  his  method  of  calculating  life 
values  Mr.  Holcombe  uses  "surplus  earnings,"  i.e.,  earned  income  in  ex- 
cess of  one's  personal  expenses,  which  is,  theoretically,  his  insurable 
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value.  In  our  Table  of  Values  on  page  17,  we  have  made  no  such 
deduction  but  have  based  our  calculation  on  total  earnings. 

In  1916,  in  his  book  Life  Insurance,  Dr.  Solomon  S.  Huebner  wrote 
regarding  life  values,  a  subject  he  developed  at  greater  length  in  his 
Economics  of  Life  Insurance  published  in  1927:  "Recognizing  the  value 
of  a  human  life  from  both  the  family  and  the  business  standpoint  (the 
two  being  always  closely  related),  it  should  be  noted  that  life  insurance 
constitutes  the  only  safe  method  of  mdemnification  against  the  loss  of  that 
value  through  death."  And  he  quoted  one  company's  statement  of  a 
method  of  computing  the  capital  value  of  earnings  for  the  life  expectancy. 

The  most  thorough  study  of  economic  human  values  has  been  made 
by  Dr.  Louis  I.  Dublin  and  Alfred  J.  Lotka  of  the  Metropohtan  Life 
Insurance  Company  in  their  book  The  Money  Value  of  a  Man,  j&rst  pub- 
Hshed  by  the  Ronald  Press  in  1930.*  In  the  main  it  deals  with  the  value 
of  potential  future  earnings  of  a  worker  that  are  reduced  by  disability 
or  are  terminated  by  permanent  disabihty  or  death.  The  book  contains 
"an  extensive  set  of  tables  giving  the  (money)  value  of  a  man  in  a  wide 
range  of  circumstances."  As  the  authors  say  in  their  preface  to  the  edi- 
tion of  1946,  "the  results  of  this  study  should  be  of  value  to  judges  and 
juries,  to  lawyers  and  compensation  boards,  in  making  fair  adjudications, 
replacing  sentimental  awards  by  considered  appraisals." 

In  1921,  the  writer  published  a  method  of  estimating  the  capital 
value  of  a  worker's  Life  in  an  Outline  of  his  lectures  to  life  underwriter 
students  at  the  Carnegie  Institute  of  Technology  and,  later,  at  New  York 
University.  For  a  time  this  Outline  was  used  in  certain  university  courses 
and  by  some  students  preparing  for  the  earlier  LOMA  (Life  Ofi&ce  Man- 
agement Association)  and  CLU  (Chartered  Life  Underwriter)  examina- 
tions. From  the  section  of  the  Outline  titled  "The  Economics  of  Life 
Insurance,"  we  quote  several  paragraphs  (with  a  few  minor  changes  and 
corrections  for  greater  clarity,  but  with  no  alteration  of  the  sense) . 

Insurance  is  a  social  science,  since  it  is  a  science  dealing  with  a  co- 
operative activity.  Or,  rather,  insurance  is  a  phase  of  the  social 
science  which  we  call  economics. 

Economics  is  the  science  which  deals  with  the  activities  of  human 
beings  engaged  in  satisfying  their  needs  or  wants  by  the  production 
of  goods  and  the  exchange  of  goods  or  services — or,  as  we  say, 
earning  a  living. 

Economics  is  defined  in  our  dictionaries  as  the  science  of  the  pro- 
duction, distribution,  and  consumption  of  wealth. 
Wealth  is  anything  that  has  value  in  exchange,  that  has  purchasing 
power,  anything  that  can  be  bought  and  sold.  Material  wealth  com- 

*  Revised  in  1946,  in  collaboration  with  Mortimer  J.  Spiegelman. 
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prises  material  things.  Non-material  wealth  comprises  human  labor 
and  services,  which,  of  course,  have  value  in  exchange.  A  man  ex- 
changes his  labor  or  services  for  the  "medium  of  exchange,"  money, 
which,  in  turn,  he  exchanges  for  other  goods  and  services. 
Fire,  marine,  burglary,  plate  glass,  steam  boiler,  automobile  insur- 
ance, by  distributing  the  losses  of  an  individual  among  many  per- 
sons, reimburses  an  insured  person  for  the  loss  of  the  money  value 
of  some  item  of  material  wealth  which  has  been  lost  by  fire,  ship- 
wreck, or  other  casualty. 

Life  insurance  reimburses  dependents  for  the  loss  of  the  economic 
value  of  an  insured  life  when  it  is  destroyed  by  death — to  the  extent 
of  the  amount  for  which  it  was  insured. 

Obviously  a  property  risk  should  be  insured  on  the  basis  of  its  ap- 
praised value.  How  may  we  arrive  at  the  economic,  or  money,  value 
of  a  life? 

We  may  compare  the  value  of  a  life  to  the  value  of  property  by 
capitalizing  earnings.  For  example,  a  lawyer  owns  an  oflBce  building 
which  nets  $5,000  a  year  from  rentals.  Also,  he  nets  $5,000  a  year 
from  his  fees,  after  paying  expenses.  K  money  is  worth  5  per  cent 
annually,  we  might  say  that  the  "capital  values"  of  the  building  and 
of  the  lawyer's  earnings  are  equal,  viz.,  $100,000. 
In  view  of  the  limitation  and  uncertainty  of  human  life,  we  may 
more  accurately  determine  the  capital  value  of  future  earnings  by 
computing  their  present  value  for  the  period  of  life  expectancy  for  a 
given  age  at  an  agreed  rate  of  interest. 

For  example,  at  age  35  the  life  expectancy*  is  about  32  years.  If 
money  is  worth  3  per  cent  the  present  value  of  $1  a  yearf  for  32 
years  is  $20,389.  The  average  man  32  years  old  earning  $5,000  a 
year  may  be  assumed  to  have  a  future  earning  power  whose  present 
value  is  5,000  x  $20,389,  or  $101,945. 

That  is,  if  you  had  a  fund  of  $101,945  from  which  you  were  going 
to  pay  out  $5,000  a  year  and  you  earned  3  per  cent  compound  in- 
terest on  the  diminishing  balance,  the  payments  could  be  continued 
for  32  years. 

Due  to  two  new  developments  since  the  above  paragraphs  were 
written  nearly  forty  years  ago,  we  ( 1 )  must  revise  the  expectancy  figures 
and  (2)  should  also  consider  another  method  of  estimating  the  potential 
value  of  future  earnings. 

( 1 )  Improved  medical  and  surgical  techniques,  better  sanitation  and 
new  pharmacal  products  made  it  necessary  to  adopt  a  new  mortaUty  table 
(1941  Commissioners  Standard  Ordinary  Table)  that  shows  an  increase 

*  American  Experience  Table  of  Mortality 
t  Payable  at  the  end  of  each  year 
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in  average  longevity,  especially  for  the  younger  ages.*  (2)  Also,  mil- 
lions of  men  and  women  will  retire  under  pension  plans  that  were  not 
in  force  forty  years  ago. 

Millions  of  workers  must  retire  at  age  65.  Other  millions  of  ex- 
ecutives, laborers,  professional  men  and  women,  and  owners  of  business 
(sole  proprietors,  partners,  and  active  stockholders  in  close  corporations) 
may  work  until  they  "die  with  their  boots  on."  Obviously,  other  factors 
being  equal,  the  life  value  of  a  young  man  or  woman  is  greater  than  that 
of  an  older  person. 

Winwood  Reade  wrote  that  while  an  individual  is  "an  insoluble  puz- 
zle, in  the  mass  man  is  a  mathematical  certainty."  We  don't  know  how 
long  an  individual  will  live  but  from  our  mortality  table  we  know  the 
average  future  lifetime  (expectancy)  for  a  large  number  of  persons  of  a 
given  age.  Nor  do  we  know  what  an  individual's  annual  earnings  will  be 
from  time  to  time. 

In  estunating  the  dollar  value  of  a  worker's  life,  we  may  calculate 
the  present  value  of  a  sum  at  an  assumed  rate  of  earnings  for  the  life  ex- 
pectancy of  a  given  age  or  to  age  65.  In  effect,  such  an  estimate  is  an 
average  life  value  for  men  or  women  of  the  age  in  question. 

Life  values  are  determined  by  the  use  of  compound  discount.  By 
discounting  $10,000  a  year  for  the  life  expectancy,  or  to  age  65,  we  find 
the  amount  of  principal  that  would  be  required  at,  say,  3  per  cent  in- 
terest, compounded  annually,  to  provide  $10,000  a  year  for  the  life 
expectancy,  or  to  age  65. 

In  the  table  on  page  17,  we  show  life-value  estimates  for  the  life 
expectancy  at  various  ages.  All  present  values  of  future  income  shown  in 
the  table  are  computed  by  discounting  at  the  rate  of  3  per  cent  com- 
pound interest.  Though  to  some  persons  it  may  seem  paradoxical,  an 
assumed  rate  of  3  per  cent  compound  interest  produces  a  larger  estimate 
of  future  earnings  than  4  or  5  per  cent.  Thus,  the  present  (or  discount) 
value  of  $10,000  a  year  (payable  at  the  end  of  the  year)  for  35  years 
at  3  per  cent  is  $214,870;  at  4  per  cent  it  is  $186,650;  at  5  per  cent, 
$163,740. 

The  table  below  merely  illustrates  a  method  of  demonstrating  life 
values  for  various  ages;  it  does  not  illustrate  methods  of  calculating  the 
present  values  of  annuities  or  pensions. 

For  simplicity  the  life  expectancy  figures  are  taken  from  the  1941 
Commissioners  Standard  Ordinary  Table  of  Mortality  used  in  the  com- 
putation of  life  insurance  premiums,  the  figures  being  the  same  for  men 

*  At  present,  due  to  the  continued  improvement  in  mortality  rates  since  the  adop- 
tion of  the  1941  Commissioners  Standard  Table,  a  new  Mortality  Table,  the  1958 
CSO  Table,  is  gradually  being  adopted. 
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and  women.  Actually,  on  the  average,  women  live  longer  than  men.  Had 
we  used  the  standard  Annuitants  Table  (a  table  based  on  the  lives  of 
persons  who  have  owned  life  annuities)  we  would  have  found  life  values 
for  women  larger  than  for  men  (due  to  the  fact  that  at  any  age  the  life 
expectancy  of  a  woman  is  five  years  longer  than  that  of  a  man).  The 
present  values  of  future  income  shown  in  our  table  are  for  payments  due 
at  the  end  of  each  year  (discounted  at  3  per  cent  compound  interest). 
The  figures  for  life  expectancy  and  for  the  present  value  of  $1  a  year  are 
published  in  the  life  insurance  companies'  premium  rate  books. 

If  to  some  readers  the  numerous  figures  in  the  table  look  a  bit 
formidable,  we  suggest  the  following.  Read  the  heading  of  the  table  and 
then  the  figures  for  age  25.  Then  compare  them  with  the  figures  for  age 
55.  Finally  examine  the  figures  for  any  other  age  in  which  you  may  be 
interested. 

Present  Value  of  Earnings  during  Life  Expectancy  at  3  Per  Cent 
Compound  Interest  (for  those  who  will  work  all  their  liyes) 


Years  of 

Present  Value 

Present  Value 

Present  Value 

Present  Value 

Present 

Life  Ex- 

of $1  a  Year 

per  $1,000 

of  $5,000 

of  $10,000 

Age 

pectancy 

for  Expectancy 

a  Year 

a  Year 

a  Year 

25 

42 

$23,701 

$23,701 

$118,505 

$237,010 

30 

38 

22.492 

22,492 

112,460 

224,920 

35 

33 

20.766 

20,766 

103,830 

207,660 

40 

29 

19.189 

19,189 

95,945 

191,890 

45 

25 

17.413 

17,413 

87,065 

174,130 

50 

21 

15.415 

15,415 

77,075 

154,150 

55 

18 

13.754 

13,754 

68,770 

137,540 

As  previously  stated,  other  factors  being  equal,  the  economic  life 
value  per  $1,000  of  earnings  declines  as  one  grows  older.  But  it  is  also 
true  that  the  life  values  of  older  persons,  and  their  valuation  for  insurance 
on  their  fives,  may  be  far  greater  than  when  they  were  younger.  In  middle 
age  their  annual  earnings  may  be  enough  larger  than  in  their  twenties 
and  thirties  to  offset,  or  much  more  than  offset,  the  difference  in  life  ex- 
pectancy. 

Also,  with  respect  to  valuation  for  insurance  on  their  lives,  they 
may  have  accumulated  from  their  earnings  and  savings  substantial  estates 
of  various  properties  which,  as  they  pass  through  the  probate  court, 
will  certainly  be  impaired  by  the  payment  of  taxes  and  other  obligations, 
unless  cash  to  pay  these  charges  has  been  provided  by  life  insurance. 
Without  the  necessary  amount  of  life  insurance  there  may  be  a  consider- 
able or  a  large  loss  to  the  estate  in  two  ways :  ( 1 )  in  the  volume  of  assets 
sold  to  raise  the  necessary  cash  and  (2)  in  the  loss  due  to  a  forced  sale  at 
sacrifice  prices. 

Practically,  the  theory  of  life  values  is  of  only  secondary  importance 
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in  estimating  the  amount  of  life  insurance  required  in  a  given  situation. 
The  practical  measure  of  a  man's  need  for  life  insurance  is  ( 1 )  a  budget 
of  the  family's  necessary  expenses  for  daily  living,  education  of  his 
children,  etc.,  and  (2)  an  estimate  of  the  amount  of  Uquid  funds  that  may 
be  required  for  the  settlement  of  a  man's  estate  and  the  protection  of  any 
business  interests. 


Expectation  of  Life 


IiFE  expectancy  may  be  defined  as  the  average  number  of  years  a  large 
J  number  of  persons  of  any  given  age  can  be  expected  to  live,  according 
to  the  mortaUty  table  in  use. 

Let  us  illustrate  the  computation  of  life  expectancies  by  a  simple  ex- 
ample— ^for  age  96,  which  will  require  calculations  for  only  four  years  (to 
age  100,  that  is,  to  the  end  of  age  99)  .* 

First,  we  must  note  that  those  who  die  in  any  year,  some  dying  in 
each  of  the  12  months,  will  have  an  average  life  span  in  that  year  of  only 
6  months — V2  year.  So,  from  age  96  to  100,  those  who  die  in  the  first, 
second,  third,  and  fourth  years  wiU  have  lived,  respectively,  an  average 
of  V^,  IVi,  21/i,  and  S^^  years. 

The  mortaUty  table  in  present  premium  rate  books  (1960)  shows 
that  of  one  million  persons  Uving  at  age  1  only  1,818  are  expected  to  be 
living  at  age  96.  During  the  four  years,  96  to  100,  the  number  of  deaths 
expected  are,  respectively,  813,  551,  329,  and  125  (total  1,818). 

The  total  number  of  years  of  life  for  the  813  expected  to  die  during 
the  first  year  is  Vi  x  813  or  406^/^  years.  For  the  second,  third,  and  fourth 
years  the  totals  are,  respectively,  P/^  x  551  or  826 Vi  years;  2^/^  x  329  or 
822Vi  years;  and  3i/^  x  125  or  437Vi  years.  The  sum  of  the  four  re- 
sults, the  total  of  the  years  expected  to  be  Uved  by  the  entire  group,  is 
2,493. 

Dividing  2,493  by  1,818  (number  living  at  96)  yields  a  quotient  of 
1.37.  So,  the  life  expectancy,  or  average  future  lifetime  of  the  125  living 
at  age  96  is  1.37  years,  as  shown  in  the  mortality  table  in  the  premium 
rate  books. 

Similarly,  from  the  same  mortality  table  we  can  compute  the  life 
expectancy  for  other  ages.  For  age  1  it  is  62.33.  For  age  35  it  is  33.44. 
At  age  60  it  is  14.50.  At  age  99  the  expectation  of  life  is  one-half  year. 

*  1941  CSO  Table  of  Mortality  according  to  which  no  one  is  expected  to  live 
beyond  age  100. 
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The  Man  and  His  Family 


To  women  who  have  recently  become  widows- 
from  a  newspaper  article : 

You  have  just  received  the  life  insurance 
your  husband  left  and  you  are  facing  up  to 
the  frightening  problem  of  protecting  this 
nest-egg  and,  at  the  same  time,  getting  a 
good  income  from  it."     (Sylvia  Porter) 


Brick  and  Mortar  — A  Fable 


IF  you  asked  several  men,  "Exactly  what  is  life  insurance  protection?," 
you  would  find  that  to  many  or  most  of  them  it  meant,  simply,  "I  have 
a  $20,000  policy  (or  $50,000  or  $100,000)."  But  one,  if  you  questioned 
him  a  bit  further,  might,  in  effect,  reply,  "Why,  protection  is  money  to 
live  on.  Money  to  pay  the  family's  bills." 

"How  often?" 

"Every  month,  of  course." 

"And  for  how  long?" — and  you  might  add,  "We  are  talking  about  in- 
come, aren't  we?  Does  your  life  insurance,  the  way  it  now  stands,  assure 
your  wife  a  regular  monthly  income  for  the  family's  living  expenses?" 

And  now  your  friend  might  realize  that  he  had  taken  only  the  first  of 
two  steps  necessary  to  assure  protection  for  his  family.  He  had  bought 
life  insurance  to  create  for  them  a  principal  sum,  or  capital,  but  he  had 
done  nothing  to  make  certain,  as  he  could  easily  have  done,  that  it  would 
provide  a  guaranteed  monthly  income  for  their  monthly  expenses. 

Consider  this  Uttle  fable: 

Suppose  you  went  to  a  building  contractor  and  said,  "I  want  you  to 
build  me  a  house." 

You  agree  on  plans  for  a  colonial  brick,  with  eight  rooms,  two  baths, 
a  sunporch,  modern  kitchen,  and  automatic  heat.  Some  time  later  he 
telephones  and  says,  "I'll  drive  you  out  to  look  at  your  new  house." 

You  motor  to  a  nice  section  of  the  city  and  stop  in  the  midst  of  a 
group  of  attractive  homes.  The  contractor  says:  "Here's  your  house. 
Just  what  you  ordered."  But  you  are  puzzled.  There  isn't  any  house  op- 
posite the  place  where  you  stopped. 

"Where  is  my  house?"  you  ask. 

"Right  here,"  he  answers,  pointing  at  the  lot  before  which  you  are 
parked. 

"But  there  isn't  any  house  there,"  you  exclaim,  in  amazement. 
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"There  is  nothing  on  that  lot  but  piles  of  bricks,  barrels  of  lime,  lumber, 
kegs  of  nails,  building  hardware,  slate  shingles,  and  plumbing  supplies." 

"Well,  I  call  that  a  house." 

"A  house!"  you  say.  "Why,  that  is  only  the  material  out  of  which  a 
house  may  be  built." 

"All  the  things  that  are  necessary  are  there.  All  you  have  to  do  is  to 
put  them  together." 

"But  I  don't  know  how  to  build  a  house." 

"Well,  you  can  learn  by  doing."  Under  his  breath  he  may  have 
added,  "You  will  make  a  lot  of  mistakes  and  you'll  be  lucky  if  your 
house  doesn't  fall  apart." 


Imagine  a  somewhat  similar  dialogue  between  a  widow  and  someone 
to  whom  she  has  shown  a  check  for  $20,000,  $50,000  or  $100,000  that 
she  had  just  received  in  payment  of  her  husband's  life  insurance : 

"It  was  thoughtful  of  your  husband  to  provide  this  protection  for 
you." 

"Protection!  I  thought  protection  was  a  steady  income.  All  this 
money  scares  me.  I  don't  know  what  to  do  with  it." 

"Why,  you  will  invest  it  and  it  will  produce  income  for  you  if  you  in- 
vest it  properly." 

"But  I  don't  know  anything  about  investments." 

"WeU,  you  will  learn  by  experience."  And  he  may  have  thought,  "Of 
course,  you  will  make  some  mistakes  while  you  are  learning.  I  hope  you 
won't  make  too  many  and  lose  all  your  money." 


In  his  Yale  lecture,  "A  Way  of  Life,"  that  great  medical  man  of 
Canada,  the  United  States,  and  England,  Sir  WiUiam  Osier,  put  it  like 
this — that  the  things  we  do  well  we  have  learned  "by  long  practice  and  at 
the  expense  of  many  mistakes." 

With  his  customary  emphasis  of  paradox,  exaggeration  and  epigram, 
Oscar  Wilde's  definition  of  experience  goes  Hke  this:  "Experience,  the 
name  men  give  to  their  mistakes."  We  are  all  familiar  with  the  way  some 
people  shrug  off  their  failures  or  losses,  saying,  "Charge  it  up  to  experi- 
ence." 

Every  day  thousands  of  life  insurance  policies,  intended  for  the 
support  of  widows  and  children,  are  being  written  with  cash  settlements, 
and  men  are  thinking  they  have  provided  "protection"  for  their  families 
in  event  of  death. 

Yet  life  insurance  money,  when  it  is  left  in  a  lump  sum,  is  only  the 
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brick  and  mortar  of  the  widow's  "House  of  Protection"*  that  she  must 
try  to  build  for  herself. 

Some  cash  may  be  needed  to  settle  the  estate  and  pay  off  the  home 
mortgage;  but,  in  the  main,  "protection"  is  income  for  living  expenses — 
monthly  income  from  which  the  widow  can  pay  the  monthly  bills  for 
necessities  which,  until  his  death,  had  been  paid  by  her  husband  from 
his  monthly  earnings. 

Life  insurance  policies  contain  provisions  for  income  in  lieu  of  cash 
settlements.  To  assure  his  widow  a  guaranteed  monthly  income  instead 
of  a  large  amount  of  money  to  invest  and  worry  about  and,  perhaps,  lose 
in  one  way  or  another,  all  a  man  has  to  do  is  to  write  a  letter  to  the  com- 
pany requesting  an  income  settlement  under  one  or  more  of  the  settlement 
options  in  his  poUcies.  It  is  as  simple  as  that. 

*  House  of  Protection  was  the  title  of  a  book  on  family  income  protection  published 
for  the  author  by  Harper  &  Brothers  in  1921. 


Guaranteed  Income 


ONE  of  the  main  purposes  of  this  book  is  to  emphasize  these  facts — 
That,  although  men  buy  life  insurance  chiefly  in  order  to  provide 
income  for  the  family's  living  expenses,  too  many  fail  in  their  purpose  by 
leaving  all  their  policies,  as  usually  written,  to  be  paid  to  their  beneficiaries 
in  a  lump  sum,  i.e.,  in  cash. 

That  when  a  husband  leaves  the  principal  of  his  insurance  money 
for  his  wife  to  invest,  he  is  risking  needlessly  the  possibility  of  collapse  of 
his  plans  for  his  family's  security — exposing  them  to  certain  dangers  of 
financial  loss,  with  possible  tragic  consequences. 

That  such  risks  can  easily  be  avoided  by  arranging  with  the  life 
insurance  company  to  change  the  method  of  settlement  and  pay  the 
beneficiary  a  guaranteed  monthly  income — either  an  installment  or  an- 
nuity income,  or  interest  on  the  principal. 

That,  since  relatively  few  men  can  ever  hope  to  own  enough  life  in- 
surance to  furnish  an  adequate  income  from  interest  alone,  the  better 
plan  for  most  of  us  is  the  installment  or  annuity  income,  which  assures 
the  maximum  payments. 

Finally,  every  widow  should  know  that  if  her  husband  had  not 
elected  to  have  his  life  insurance  paid  to  her  as  income,  she  can  make 
such  an  arrangement  herself,  as  provided  in  the  policy. 
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Social  Security  Is  Income 


YEARS  ago,  at  meetings  of  life  insurance  men  and  women,  it  was  by  no 
means  rare  to  hear  an  over-enthusiastic  speaker  declare  that  "if  every 
family  were  properly  insured  there  would  be  no  more  poverty  in  the  land." 

At  least  it  is  true  that  the  increase,  over  the  years,  of  more  and  more 
billions  of  life  insurance  taken  by  more  and  more  millions  of  people  in 
the  United  States  and  Canada  has  been  a  very  real  contribution  to  the 
general  welfare  and  the  national  economy.  Because  of  life  insurance, 
there  is  certainly  far  less  want,  more  security,  and  better  health  among 
millions  of  widows  and  their  children  and  retired  workers  of  the  United 
States  and  Canada  than  when  life  insurance  was  in  its  infancy. 

Yet  despite  the  enormous  results  achieved  by  the  life  insurance  com- 
panies and  their  dedicated  agents,  say,  from  1850  to  1930,  there  re- 
mained too  many  millions  of  famihes  who  had  no  assurance  of  a  bit  of 
monthly  income  in  old  age  or  for  widows  who  were  the  mothers  of  young 
children. 

Then  in  1937  came  social  security.  This  is  the  only  source  of  income 
some  old  people  and  some  widows  with  young  children  have  or  will  have. 
For  many  others  it  is  or  will  be  a  substantial  part  of  their  total  income. 
Even  to  those  who  will  be  provided  for  in  other  ways,  it  is  a  help.  What- 
ever it  amounts  to,  it  will  in  any  case  be  income  sufficient  to  pay  part  of 
the  cost  of  living. 

Even  the  well-to-do  man  or  woman  no  longer  speaks  shghtingly  of 
social  security.  Recently  a  man  who  was  retiring  on  an  income  of  about 
$15,000  a  year,  from  his  pension,  investments,  and  social  security,  said 
to  the  writer,  "I  used  to  laugh  at  the  idea  of  my  having  social  security.  I 
didn't  need  it;  but  now  I  realize  that  even  for  me  it  is  a  good  thing.  My 
wife  and  I  shall  have  enough  income  from  our  social  security  to  pay  the 
taxes  on  our  home  and  on  the  little  place  we  are  going  to  buy  in  Florida." 
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This  type  of  thinking  by  millions  of  men  and  women  is,  perhaps,  one 
of  the  benefits  the  nation  has  had  from  social  security — thinking  of  pro- 
tection for  old  age  and  for  widows  with  young  children  as  income  suf- 
ficient to  pay  for  certain  specific  items  of  the  cost  of  Uving. 

Perhaps  to  most  people  social  security  would  not  mean  money  to 
pay  taxes.  Rather,  they  would  say,  "Our  social  security  will  be  enough 
to  pay  our  rent."  Or,  "Ours  will  take  care  of  the  grocery  bills."  Almost 
certainly,  the  amount  one  expects  to  receive  from  social  security,  because 
it  is  so  limited,  suggests  something  specific  that  it  will  pay  for. 

And,  no  doubt,  in  many  minds,  such  ideas  start  a  train  of  "thought 
about  other  bills  that  will  have  to  be  paid  in  retirement  or  in  widowhood; 
and  about  other  sources  of  income — pension  plans  (some  of  which  include 
a  benefit  for  the  widow) ;  veterans'  benefits;  group  life  insurance;  income 
from  investments;  and  most  important  of  all,  as  a  rule,  personal  life  in- 
surance, which  for  so  many  is  and  will  be  their  chief  dependence — for 
some  their  only  reUance  other  than  social  security. 

And,  what  is  very  important  in  this  train  of  thought,  it  may  eventually 
lead  policyowners  to  evaluate  their  life  insurance  in  terms  of  income: 
"How  much  monthly  income  could  my  family  have  from  my  life  insur- 
ance?" 

Thus,  a  law  creating  a  form  of  compulsory  insurance  by  means  of 
taxation  has  been  and  is  a  factor  in  spreading  the  idea  that  protection  is, 
in  the  main,  monthly  income  for  monthly  living  expenses  to  replace  (in 
part)  the  monthly  earnings  of  the  breadwinner  when  he  dies  or  when  he 
is  entitled  to  retire. 

No  doubt,  though  it  may  seem  a  childish  view,  some  men  have  left 
their  life  insurance  to  be  paid  in  a  lump  sum  because  they  thought 
$50,000  sounded  more  important  than  an  income  of  $150  or  $200  a 
month. 

Perhaps,  partly  due  to  the  "education"  of  social  security,  we  may, 
instead  of  rating  a  man  as  worth,  say,  fifty  thousand,  acquire  the  habit  of 
saying,  as  they  do  in  Europe,  that  he  has  about  two  thousand  a  year. 
Basically,  of  course,  financial  worth  (and  credit)  is  assurance  of  income 
with  which  to  meet  obHgations. 

Recently  the  writer  heard  a  banker  speaking  of  a  retired  man  who 
was  negotiating  a  contract  calling  for  a  rather  large  annual  payment  for 
several  years.  He  did  not  say  the  man  was  worth  four  or  five  hundred 
thousand  but  that  he  had  an  income  of  about  $20,000  a  year. 

Social  security  is  income  guaranteed  by  the  Government.  Interest 
or  an  annuity  from  a  life  insurance  company  is  income  backed  by  the 
highest  form  of  corporate  security. 
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When  a  life  insurance  agent  is  helping  a  client  to  plan  a  hfe  insur- 
ance program,  one  of  the  first  things  he  does  is,  as  he  puts  it,  to  "co- 
ordinate your  life  insurance  with  your  social  security." 

He  may  prepare  a  chart  in  which  he  will  estimate,  if  the  policyowner 
died  while  his  children  were  young,  the  monthly  income  his  wife  would 
be  entitled  to  receive  from  social  security  from  the  date  of  his  death 
until  his  youngest  child  becomes  1 8  years  old.  Next,  he  would  show  the 
income  it  would  pay  his  wife  after  age  62.  He  would  then  explain  how  a 
monthly  income  from  life  insurance  may  be  used  to  fill  in  the  gap  of  no 
social  security  income  for  his  wife  between  his  youngest  child's  eighteenth 
birthday  and  his  wife's  sixty-second  birthday. 

Finally,  the  agent  would  calculate  the  amount  of  income  the  family 
could  have  from  the  life  insurance  already  owned. 

With  these  facts  in  view — the  income  from  social  security  and  from 
one's  present  life  insurance  and  other  sources,  and  his  own  estimate  of 
the  minimum  amount  of  income  his  family  would  require  for  necessary 
expenses — he  could  readily  see  whether,  according  to  his  own  figures, 
he  had  the  amount  of  life  insurance  he  needed. 

A  lesson  we  are  or  should  be  taught  by  our  own  monthly  earnings 
and  pension  plans  as  well  as  by  social  security  is  that  provision  for  living 
expenses  in  retirement  and  in  widowhood  should  be  in  the  form  of  a 
guaranteed  monthly  income. 

A  thought  suggested  by  social  security:  It  is  a  compulsory  form  of 
life  insurance  to  provide,  primarily,  life  incomes  for  retired  workers  and 
their  wives  and  income  for  widows  who  are  the  mothers  of  children  under 
1 8  years  of  age,  or  who  have,  themselves,  reached  age  62.  K,  in  addition, 
every  worker,  to  the  extent  of  his  financial  ability  to  save  money  for 
premiums,  would  voluntarily  buy  straight  life  policies  to  provide  for 
the  future  according  to  the  calculated  needs  of  his  family,  including  him- 
self then  the  future  safety  of  the  average  family  would  be  assured  as  it 
has  never  been  heretofore. 

Human  nature  being  as  it  is,  such  a  possibility  is  merely  an  Utopian 
dream.  Men  and  women,  with  rare  exceptions,  will  not  perform  this 
simple  act  of  prudence  voluntarily.  So  it  is  done,  as  a  rule,  only  by  those 
who  are  persuaded  by  the  life  underwriter  to  take  this  prudent  step,  as 
they  know  they  should  and,  perhaps,  intend  to  take  "some  day." 
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Wives  and  Widows 


THERE  are  two  reasons  why  the  majority  of  wives  become  widows:  ( 1 ) 
On  the  average,  women  Hve  longer  than  men  of  the  same  age — five 
years  longer.  (2)  And  most  of  them  are  younger  than  their  husbands, 
which  increases  the  chances  that  their  husbands  will  die  first. 

In  the  Kiplinger  magazine  Changing  Times  for  April,  1957,  men  are 
warned  that  "unless  you  are  four  or  five  years  younger  than  she  [your 
wife]  is,  she  probably  will  outlive  you.  ...  If  you  both  are  the  same  age, 
the  odds  are  3  to  2  that  she  will  outlive  you.  If  you  are  five  years  older, 
the  odds  are  2  to  1  that  she  will." 

An  association  of  ideas,  which  is  almost  universal  in  civilized 
countries,  is  that  of  the  two  concepts — widows  and  life  insurance.  As  we 
think  of  one,  it  suggests  the  other.  So  when  a  husband  dies,  unless  he  is 
known  to  have  been  a  man  of  considerable  property,  people  start 
wondering  if  his  widow  will  be  well  provided  for  and  how  much  life  in- 
surance he  had. 

After  all,  though  it  has  other  uses  in  the  problems  of  business  and 
estates,  the  invention  we  call  life  insurance  has  always  been  considered, 
in  fact  is,  primarily  an  institution  for  the  protection  of  widows  and  their 
children. 

The  odds  of  longevity  and  the  problems  of  survival  being  as  they  are 
suggest  that  perhaps  husbands  and  wives  should  spend  a  few  evenings 
talking  over  some  of  the  things  we  shall  discuss  in  these  pages,  especially 
the  question  of  assured  income — why  and  how  much  and  by  what  means. 


Widows  and  Their  Money 


PERHAPS  it  is  through  oversight  or  procrastination  that  many  men  leave 
their  life  iasurance,  intended  for  living  expenses,  to  be  paid  in  a  lump 
sum. 

Others  may  do  so  purposely — in  the  hope  that  their  widows,  by  in- 
vesting in  stocks  or  real  estate,  may  receive  a  larger  income  from  divi- 
dends or  rent  and  that,  over  the  years,  there  might  be  an  increase  in  the 
value  of  their  investments  and,  correspondingly,  an  increase  in  income. 

A  president  of  the  New  York  Stock  Exchange  is  reported  as  having 
said  that  women  can  learn  to  invest  as  successfully  as  men  do.  No  doubt 
some  of  them  have  been  much  more  successful  than  the  average  male  in- 
vestor. 

There  are  thousands  of  women  who  have  done  well  with  their  money. 
Some  of  them,  as  heads  of  corporations  or  businesses  of  their  own,  or  as 
secretaries  or  employees  in  other  capacities,  have  accumulated  com- 
fortable or  even  large  estates  from  their  savings.  They  have  had  years  of 
experience,  have  learned  Uttle  by  Uttle  what  to  do  and  what  not  to  do, 
have  perhaps  had  some  losses  which  they  have  replaced  from  later  earn- 
ings and  savings. 

Some  women  who  expect  to  receive  large  inheritances,  as  well  as 
others,  have  taken  college  courses  especially  designed  for  their  instruc- 
tion in  investment  principles  and  procedure.  A  few  have  learned  by 
working  in  banks  or  in  conservative  investment  firms.  Also,  there  are  a 
few  women  who  without  any  previous  training  or  experience  have  done 
very  well  with  estates  left  them  to  manage.  No  doubt  they  have  had  good 
advice  from  their  bankers  or  investment  counselors. 

But,  of  course,  these  are  striking  exceptions  to  the  rule  that  in  gen- 
eral women  who  receive  considerable  sums  of  money  are  not  prepared 
to  invest  their  funds  prudently  and  stand  watch  over  their  investments, 
and  keep  thek  money  safe  over  a  long  period  of  years. 
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Here  we  are  thinking  of  the  millions  of  women  who  will  become 
widows  and  some  day,  without  training  or  experience,  will  receive  their 
life  insurance  payments  in  a  lump  sum  and  will  be  burdened  with  the 
responsibility  (and  risk)  of  investing  it. 

Aside  from  any  social  security  to  which  they  are  entitled,  this  may 
be  the  only  money  they  will  ever  receive  (without  working) . 

Though  what  is  said  here  appHes  to  a  woman  who  becomes  a  widow 
at  any  age,  we  are  principally  concerned  with  the  problems  of  women 
whose  husbands  die  while  they  are  young  or  in  middle  life  and  who  are 
the  mothers  of  children  who  have  not  completed  their  education. 

As  a  rule,  the  husband  had  not  been  able — perhaps  had  not  lived 
long  enough — to  accumulate  a  great  deal  of  property  in  securities  or  real 
estate  and  savings  accounts.  But  he  may  have  created  a  fairly  large  life 
insurance  estate  by  the  simple  procedure  of  signing  a  paper,  passing  a 
medical  examination  and  paying  relatively  small  annual  premiums — that 
is,  small  in  proportion  to  the  amount  of  the  sum  insured,  perhaps  about 
the  same  rate  as  the  usual  sales  tax,  2  or  3  per  cent. 

Nowadays,  in  the  circles  in  which  most  of  our  readers  are  ac- 
quainted, it  is  the  rare  young  man  who  does  not  own  one  or  more  life 
insurance  policies  before  he  marries,  having  heeded  the  advice  we  so 
often  read  in  bank  advertising  and  in  books  for  lawyers  on  estate  plan- 
ning— ^that  the  first  step  in  estate  building  should  be  to  own  life  insurance. 
And  commonly  men  buy  more  life  insurance  when  they  marry;  and  they 
increase  their  life  insurance  holdings  as  they  progress  in  earnings  and 
especially  as  their  wives  present  them  with  sons  and  daughters. 

So  we  shall  assume  that  we  are  writing  about  widows  whose  hus- 
bands owned  substantial  amounts  of  life  insurance;  that  is  substantial 
for  their  means— say,  $20,000,  $50,000,  $100,000,  or  more. 

And  we  are  thinking  of  life  insurance  just  as  money,  and  primarily 
about  the  life  insurance  money  which  the  husband  considers  would  pro- 
vide income  for  his  family's  Uving  expenses  over  a  long  period  of  years. 

No  doubt,  the  first  thought  a  woman  (or  a  man)  would  have  upon 
receiving  one  or  more  checks  for  a  total  of  $20,000,  $50,000  or  $100,000 
would  be,  "What  a  lot  of  money!"  She  might  even  feel  that  she  was  now 
quite  well  off  or  even  wealthy. 

But  is  she  really?  Perhaps  she  does  a  Httle  figuring.  How  much 
principal  would  it  take  at,  say,  4  per  cent  to  produce  as  much  income  as 
her  husband  had  earned?  Say  he  had  a  salary  of  $10,000  a  year.  She 
divides  .04  into  $10,000  and  is  astonished  at  the  result — $250,000!  It 
would  take  $250,000  at  4  per  cent  (or  $200,000  at  5  per  cent)  to  earn 
as  much  from  interest  as  her  husband  had  earned  as  an  economic  pro- 
ducer. (Her  husband  was  a  $250,000  man!)  At  5  per  cent,  $20,000, 


33  WIDOWS    AND    THEIR    MONEY 

$50,000  or  $100,000  would  be  worth  in  income  only  $1,000,  $2,500  or 
$5,000  a  year. 


Few  men  are  able  to  provide  a  life  insurance  estate  comparable  to 
the  capital  value  of  their  earning  power.  For  their  actual  needs,  however, 
the  family  may  require  far  less  income  than  while  the  breadwinner  was 
living.  If,  as  is  so  often  the  case,  he  had  a  mortgage  policy  to  liquidate 
the  home  mortgage,  the  family  will  have  no  interest  or  mortgage  install- 
ments to  pay.  And,  of  course,  there  will  no  longer  be  the  annual  premiums 
for  his  life  insurance  nor  the  cost  of  his  part  of  the  family's  living  ex- 
penses and  of  his  personal  requirements,  nor  so  much  income  tax  to  pay. 
Nor  will  it  be  expected  that  the  widow  should  save  money  from  her 
income  with  a  view  to  building  up  an  estate  of  investments  as  her 
husband  felt  he  must  try  to  do. 

Even  so,  many  husbands  are  not  able  to  do  much,  if  any,  more  than 
to  provide  their  famihes  with  the  means  for  what  they  would  consider  a 
minimum  proper  standard  of  Hving  and  a  good  education  for  the  children. 
If  a  man  does  that  and  it  is  truly  the  best  he  can  do,  he  has  well  fulfilled  his 
obligation.  And  the  amount  of  life  insurance  required  will  be  sub- 
stantial. 

When  purposely  or  through  oversight  or  neglect,  all  the  life  insurance 
money  is  paid  to  the  widow  in  a  lump  sum  (as  too  often  it  is)  suddenly 
she  is  faced  with  a  far  more  difiicult  undertaking  than  any  financial 
problem  her  husband  ever  had  to  solve.  Not  only  must  she  now  be 
"mother  and  father"  to  her  young  children;  except  for  her  social  security 
(if  she  qualifies  for  it)  she  must  live  on  the  income  she  can  obtain  from  a 
very  limited  amount  of  invested  funds.  There  will  be  no  more — unless 
she  works  for  it. 
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SOME  widows  to  whom  their  life  insurance  was  payable  in  a  lump  sum, 
that  is,  in  cash,  have  been  successful  in  managing  their  money  for  in- 
come. We  see  them  and  their  children  living  in  comfort  as  their  husbands 
meant  they  should. 

How  have  they  invested  their  life  insurance  proceeds? 

1.  Some  of  them,  for  the  greatest  security  and  convenience,  instead  of 
accepting  a  check  for  the  total  amount  have  requested  the  life  in- 
surance company  (as  their  husbands  could  have  done)  to  pay  them 
a  small  amount  for  immediate  needs  and  retain  the  balance  under  an 
optional  settlement  of  the  poUcies  and  pay  them  a  guaranteed  monthly 
income. 

2.  Others,  who  have  taken  the  total  amount  of  their  insurance  money  in 
cash  but  wished  to  be  relieved  of  the  responsibiUty  of  investing  it,  have 
placed  it  in  a  trust  fund  in  a  trust  company  to  be  invested  for  their 
benefit.  For  most  women,  this  is  a  much  better  plan  than  trying  to 
handle  the  money  themselves;  but  it  is  not  so  safe  as  having  a  guaran- 
teed income  from  the  life  insurance  company.  The  trust  fund,  unless 
placed  in  the  bank's  "common  trust  fund"  (as  usually  it  is  not),  would 
consist  of  only  a  few  investments,  without  extensive  diversification, 
whereas  in  the  life  insurance  company  one's  money  is  mingled  with 
the  company's  total  assets,  affording  an  extraordinary  degree  of  di- 
versification (and  security)  of  investments  of  the  kinds  prescribed 
by  law. 

3.  There  are  some  widows  who,  with  competent  advice  from  their 
bankers  or  investment  firms,  have  personally  invested  their  money  in 
sound  stocks  and  bonds — and  kept  watch  over  them. 

But  a  great  many  widows,  far  too  many,  who  receive  their  life  insur- 
ance money  in  a  lump  sum,  do  their  own  investing  without  competent 
advice.  They  read  financial  advertisements  and  talk  with  relatives  and 
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friends  who  have  had  little  if  any  more  experience  with  money  than  they 
themselves  have  had.  Or,  most  unwisely,  they  listen  to  "security"  sales- 
men who  send  them  circulars  and  then  come  to  their  homes  or  call  them 
on  the  telephone — men  or  women  who  collect  the  names  of  "new" 
widows  who,  they  think,  must  have  some  life  insurance  money  in  the 
bank. 

There  have  been  and  are  thousands  of  women  who,  in  one  way  or 
another,  have  lost  or  wasted  a  part  or  all  of  their  life  insurance  funds — 
in  promising  investments  that  turned  out  badly;  or  in  highly  speculative 
stocks;  or  in  the  fraudulent  promotions  of  unscrupulous  persons;  or 
through  carelessness  or  extravagance;  or  through  the  importunities  of  rel- 
atives or  friends  who  needed  help  or  borrowed  money  for  some  enter- 
prise for  which  they  had  little  or  no  bank  credit. 

Usually  the  widow's  main  or  only  experience  with  money  has  been 
in  buying  for  the  family  and  paying  bills.  Perhaps  she  and  her  husband 
had  mistaken  her  thrift  in  shopping  and  her  competence  in  handling  her 
allowance  for  housekeeping  expenses  as  preparation  for  the  difiBcult 
business  of  managing  investment  funds.  And  now,  suddenly,  at  a  time 
of  great  stress  and  sorrow  and  confusion,  though  she  has  no  understand- 
ing of  even  the  most  elementary  fundamentals  of  investing  safely  and  no 
practical  experience,  she  must  try  to  select  from  among  hundreds  of 
good  and  bad  investments,  a  certain  few  in  which  to  place  her  dependence 
for  the  future. 

Although,  as  a  woman,  the  chances  of  her  becoming  a  widow  were 
so  much  greater  than  of  dying  first,  she  and  her  husband  may  never  have 
had  any  long  talks,  as  they  should  have  had,  about  the  problems  she 
would  face  in  event  of  his  death,  as  she  faces  them  now. 

Perhaps  if  he  broached  the  subject,  she  showed  too  little  interest  or 
understanding  or  said  it  made  her  feel  unhappy  to  talk  about  his  dying — 
and  they  dropped  the  subject. 

Husbands  should  persuade  their  wives  to  take  the  time  to  discuss 
such  matters  at  length  and  in  detail.  Men  should  take  their  wives  into  their 
confidence  in  regard  to  their  investments,  their  obligations,  their  wills, 
and  their  life  insurance. 

They  know,  or  should  know,  all  that  we  have  been  saying  and  if  they 
cannot  make  up  their  minds  to  assure  their  wives  an  income  through  an 
income  settlement  of  their  life  insurance,  they  should  at  least  explain 
three  of  the  alternatives  they  will  have  for  their  choice — to  leave  the 
money  with  the  life  insurance  company  under  an  insurance  settlement, 
which  is  the  safest  plan,  or  to  put  it  in  a  trust  fund  with  a  trust  company, 
or  to  invest  it  in  securities  of  their  selection  with  the  advice  of  their 
banker  or  investment  firm. 

And  certainly  if  there  is  any  possibility  that  his  wife  will  undertake 
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to  manage  the  money  herself,  the  husband  should  warn  her  of  the  danger 
of  losing  some  or  aU  of  it,  explain  the  various  specific  risks  she  may  be 
exposed  to,  and  convince  her  of  the  importance,  the  necessity  of  obtain- 
ing competent  advice. 

It  would  be  weU  to  name  a  bank  or  investment  house  from  which 
a  widow  could  obtain  the  help  she  wiU  need.  It  would  be  even  better  to 
introduce  one's  wife  to  officers  in  such  organizations. 

Also,  it  is  a  good  idea  for  the  husband  to  leave  with  his  will  or  his 
life  insurance  policies  (as  many  men  do)  a  memorandum  of  any  sugges- 
tions which  he  beUeves  would  be  helpful  to  a  widow  as  she  enters  upon 
her  duties  as  the  economic  head  of  her  family. 

The  day  after  the  above  paragraphs  were  written,  the  New  York 
Herald  Tribune  pubUshed  a  dispatch  on  this  subject  from  an  annual  con- 
vention of  young  executives,  the  Young  Presidents  Organization.  The 
headline  of  the  article  might  have  served,  in  part,  as  a  sub-title  for  this 
book.  It  read,  "Y.  P.  O.  Urged  to  Teach  Wives  to  be  Widows." 

One  of  the  speakers,  herself  a  widow,  was  Mrs.  Charles  Ulrick  Bay, 
whose  husband  had  been  an  ambassador  to  Norway.  Mrs.  Bay  was  the 
only  woman  who  was  president  of  a  firm  that  was  a  member  of  the  New 
York  Stock  Exchange.  The  newspaper  quoted  her  as  saying  that  "if  a  man 
is  going  to  dump  his  estate  into  the  hands  of  an  inexperienced  wife,  he 
has  wasted  his  life.  It  is  every  man's  duty  to  teach  his  wife  to  be  a  widow'' 

(our  italics). 

Among  the  practical  suggestions  Mrs.  Bay  made  to  husbands  who 
would  prepare  their  wives  to  manage  investment  funds  if  they  become 
widows,  as  the  majority  of  them  will,  is  the  following:  "Make  sure  that 
your  wife  gets  to  know  your  banker,  your  broker,  your  insurance  man, 
and  your  lawyer." 

Mrs.  Bay  was  quoted  further  as  saying: 

"The  girls  who  devote  most  of  then:  lives  to  being  good  companions, 
good  homemakers,  good  mothers,  hard  workers  in  their  community  and. 
churches,  are  generally  the  ones  who  know  the  very  least  about  managmg 
their  husband's  estates." 

Despite  aU  the  advice  husbands  may  give  their  wives  as  to  what  they 
should  do  and  what  they  should  not  do,  a  great  many  whose  life  insurance 
is  paid  to  them  in  a  lump  sum  will  lose  a  part  or  aU  of  it  in  some  ways 
their  husbands  might  lose  money  and  in  other  ways  which  we  shaU  men- 
tion in  a  later  chapter. 
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Money  in  the  Bank 


THE  widow  whose  life  insurance  is  paid  to  her  as  income  has  no 
harassing  problem  of  what  to  do  with  a  large  sum  of  money.  She  re- 
ceives, as  she  had  received  from  her  husband,  so  much  a  month  for  cur- 
rent expenses.  The  postman  brings  her  hfe  insurance  income  checks  on 
the  same  date  every  month  unless  it  falls  on  a  day  of  no  dehvery  or  there 
is  a  delay  in  the  mails.  All  she  has  to  do  is  to  deposit  her  checks  in  the 
bank.  But  if  the  hfe  insurance  is  paid  to  her  in  a  lump  sum  of  sub- 
stantial size,  her  financial  road  is  not  so  smooth. 

At  first,  not  only  is  she  constantly  worrying  and  wondering  how  she 
should  invest  the  money— perhaps  lying  awake  nights  as  you  and  I,  in  her 
place,  might  do— knowing  that  this  might  be  aU  the  money  she  would  ever 
have  except  her  social  security  while  her  children  are  young.  She  has  so 
much  money  in  the  bank  that  she  may  also  be  wondermg  if  she  shouldn't 
spend  some  of  it  for  things  she  and  her  husband  wanted  but  hadn't  the 
money  for  as  she  has  now. 

Other  people,  too,  are  beginning  to  think  of  "all  that  money"  she 
has  in  the  bank — ^persons  to  whom  her  husband  was  in  debt  (as  most  of 
js  will  owe  some  money  at  death)  and  the  tax  collectors  and  possibly  some 
friend  or  relative  who  is  in  great  need  of  help — and  promoters  of  stocks 
of  doubtful  value  who  have  always  counted  among  good  prospects 
widows  who  have  received  life  insurance  money. 

There  may  be  outstanding  bills,  including  large  hospital  and  doctors' 
bills,  and  the  funeral  expenses.  There  may  be  enough  value  in  her  hus- 
band's estate  to  pay  these  debts  and  other  claims  which  actually  are 
Dbligations  of  the  estate.  But  there  may  not  be;  and  the  widow  may  begin 
to  pay  some  of  them  out  of  her  money  in  the  bank,  especially  if  she  is 
tressed  for  settlements.  The  total  may  run  into  several  thousand  dollars, 
n  which  case  her  fund,  in  the  bank  awaiting  investment,  is  substantially 
•educed. 
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If  the  widow  understands  that  her  principal  should  be  invested  with  | 
great  care,  she  may  leave  it  in  her  checking  account  indefinitely,  waiting 
until  she  can  decide  how  it  should  be  invested.  In  the  meantime,  she  i 
draws  checks  for  Uving  expenses,  possibly  at  the  same  rate  of  spending  i, 
to  which  she  had  long  been  accustomed  but  can  no  longer  afiord.  (She  \ 
has  "such  a  lot  of  money  in  the  bank"  and  it  is  so  easy  just  to  write  a  |, 
check. )  — Thus  her  fund  is  further  reduced. 

And  the  money  in  her  checking  account  is  not  earning  interest,  as  it 
would  have  done  had  her  husband  or  she  herself  arranged  to  have  the 
policy  proceeds  left  on  deposit  with  the  life  insurance  company  at  interest, 
with  the  privilege  of  withdrawing  money  as  needed,  for  expenses  or  for 
investment.  This  is  always  a  wise  procedure  when  the  beneficiary  is  to 
have  the  burden  (and  risk)  of  managing  the  prmcipal. 

Some  widows  who  receive  their  fife  msurance  in  cash  seem  not  to  I 
reaUze  the  importance  of  putting  their  capital  to  work  without  delay.  ^ 
They  have  "so  much  money,"  much  more,  no  doubt,  than  their  husbands 
ever  had  at  one  time. 

Many  a  beneficiary  has  gone  on  m  this  way,  spending  from  her 
principal  until  there  was  Httle  or  none  of  it  left— too  often  no  doubt, 
because  the  amount  of  life  msurance  was  less  than  it  should  have  been. 
And  perhaps  this  was  because  she  and  her  husband  had  not  talked  about 
it  and  estimated  how  much  would  be  required  to  provide  the  minimum 
income  she  would  need. 
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"Supposing  She  Was 
Tender  Hearted" 

FROM  CHARLES  DICKENS 


MONEY  in  the  bank  is  often  exposed  to  certain  dangers  from  persons 
who  should  be  the  widow's  chief  protectors — her  relatives  and 
friends. 

Mayo  Adams  Shattuck,  who  was  a  special  lecturer  on  estate  plan- 
ning at  the  Harvard  Law  School,  in  his  excellent  work  for  lawyers,  trust 
officers,  and  life  insurance  men  and  women,  An  Estate  Planner's  Hand- 
book, gives  an  illustrative  series  of  typical  notes  that  an  attorney  might 
jot  down  in  conference  with  a  cUent,  preliminary  to  the  preparation  of  a 
will  or  a  trust  agreement. 

Among  these  notes  cited  by  Mr.  Shattuck  is  a  statement  that  a  client 
who  is  being  interviewed  says  he  "doesn't  believe  it  is  quite  fair  to  dump 
everything  in  his  wife's  lap.  She  never  had  any  business  training  of  any 
consequence  and  although  she  has  a  good  level  head  .  .  .  she  has  had  a 
tendency  to  do  too  much  for  her  kids  and  for  her  own  relatives  .  .  .  and 
she  is  used  to  a  pretty  high  standard  of  living''  (our  italics) . 

This  note  would  apply  to  thousands  of  women — devoted  mothers, 
daughters  and  sisters,  some  of  whom  have  been  so  tenderhearted  that, 
before  they  have  been  able  to  invest  their  life  insurance  funds,  they  have 
yielded  to  the  pleading  of  their  children  and,  perhaps,  bought  a  new  car 
which  they  didn't  really  need;  or  they  have  paid  debts  for  members  of 
their  family  or  "loaned"  or  given  them  considerable  or  large  sums  out 
of  the  money  their  husbands  had  provided  as  the  chief  source  of  income 
for  themselves  and  their  children. 

Even  after  they  have  invested  their  funds,  they  are  not  safe  against 
calls  to  dip  into  their  principal  in  the  form  of  a  monthly  income.  So  long 
as  they  have  control  over  the  principal,  they  may  sell  assets  or  borrow  on 
them  in  order  to  help  someone  who  is  in  need  or  wants  to  "make  a  loan." 
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The  widows  of  wealthy  husbands  may  be  able  to  give  generously  to 
relatives  and  friends  without  jeopardizing  their  future.  But,  as  a  friend 
said  recently,  "There  are  very  few  women,  dependent  on  life  insurance 
funds  for  income  for  themselves  and  their  children,  who  can  afford  this 
luxury."  "And,"  he  continued,  "if  the  husbands  of  some  widows  could 
see  how  often  their  wives  are  pressured  for  'loans'  to  relatives  and  friends, 
they  would,  at  long  last  but  too  late,  be  convinced  that  it  would  have  been 
wise  to  have  their  life  insurance  paid  as  monthly  income.  If  a  widow  can 
help  a  Httle  from  her  income,"  he  said,  "that  is  O.  K.  But  if  her  husband 
has  left  life  insurance  money  to  be  invested  for  herself  and  their  children, 
she  should  always  remember  that  he  did  it  for  them  and  them  only — and, 
perhaps,  sometimes  had  a  hard  time  paying  his  premiums." 

You  may  have  seen  enough  of  the  experiences  of  widows  with  money 
to  invest  to  know  that  relatives  are  not  always  disinterested  even  though 
they  think  they  are.  Sometimes  they  offer  to  take  the  insurance  funds  and 
invest  them  as  a  sort  of  trustee  or  place  the  money  in  their  business  or  in 
some  enterprise  in  which  "they  can  both  make  a  good  profit."  In  his  files 
the  author  has  had  records  of  instances  in  which  life  insurance  money 
intended  for  the  support  of  widows  and  children  had  been  donated  to 
friends  and  relatives  or  entrusted  or  "loaned"  to  them  but  never  repaid. 

We  recall  the  case  of  a  young  widow  whose  brother  accompanied  her 
when  she  went  to  the  insurance  office  to  receive  a  check  for  her  husband's 
insurance.  The  agent  started  to  give  the  check  to  her,  but  her  brother  put 
out  his  hand  to  take  it,  saying,  "My  sister  wants  to  invest  her  money  im- 
mediately and  knows  how  hard  it  is  to  find  a  good  investment.  Fortu- 
nately, for  her,  I  was  on  the  point  of  borrowing  money  from  the  bank  to 
put  into  my  business,  and  I  have  offered  to  help  her  by  borrowing  from 
her  and  paying  her  a  good  rate  of  interest." — That  is  hardly  the  sort  of 
investment  a  husband  is  thinking  of  as  he  pays  his  life  insurance  pre- 
miums. 


A  widow  whose  husband  had  left  her  a  fairly  large  amount  of  life  in- 
surance went  with  her  little  children  to  live  in  her  father's  home.  He  was 
an  inventor  who  earned  a  good  living.  His  patents  had  always  been  sold 
outright  to  manufacturers.  He  had  just  completed  a  new  invention  which 
he  decided  to  manufacture  himself,  hoping  to  make  a  small  fortune  for 
his  retirement.  He  had  only  a  little  capital  and  no  credit  on  a  commercial 
scale,  and  had  not  succeeded  in  interesting  anyone  in  buying  enough 
stock  to  start  operations. 

Though  it  may  have  occurred  to  him  that  his  daughter  might  loan 
him  some  of  her  insurance  money,  he  never  mentioned  it  to  her.  But  his 
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wife  did.  The  daughter  offered  to  advance  the  capital  he  needed  and 
was  offended  when  he  refused,  saying  it  would  be  too  great  a  risk  for  her. 
She  insisted  and  in  the  end  he  yielded. 

Thirty  thousand  dollars  of  the  money  her  husband  had  left  her 
went  into  the  new  venture,  which  failed.  It  was  not  for  such  a  purpose 
that  the  son-in-law  had  paid  the  premiums  on  $30,000  of  his  life  insur- 
ance, thinking  that  it  was  protection  for  his  little  family. 


One  of  the  ablest  insurance  men  in  the  country  told  us  of  a  conversa- 
tion he  had  with  his  wife  the  evening  of  the  day  on  which  he  had  arranged 
to  have  most  of  his  life  insurance  settled  on  an  income  plan.  When  he  told 
her  what  he  had  done,  she  said,  'T  suppose  you  don't  trust  me  to  be  care- 
ful with  the  money  you  would  leave  me." 

"My  dear,"  he  said,  "our  life  insurance  is  for  your  protection.  But 
it  will  be  protection  only  so  long  as  the  money  is  safe.  Like  other  people, 
you  might  buy  some  promising  investments  that  turned  out  badly.  It 
happens  every  day.  Another  thing,  you  are  very  generous  and  you  would 
do  anything  you  could  to  help  our  children.  Suppose  our  boy  were  grown 
and  wanted  to  go  into  some  business  for  himself.  Being  young,  he  would 
have  Httle,  if  any  capital.  What  would  be  more  natural  than  to  let  him 
have  some  of  your  money.  But,  considering  the  needs  of  yourself  and  the 
younger  children,  I  know  you  could  not  afford  to  part  with  any  of  your 
principal.  I  consider  it  my  duty  to  arrange  things  so  there  could  be  no 
conflict  between  the  maternal  instinct  and  your  judgment,  and  so  that  our 
boy  would  know  you  had  no  funds  to  put  into  his  schemes." 

This  life  underwriter  knew  from  what  he  had  seen  of  the  failure  of 
many  life  insurance  plans  where  the  principal  sum  had  been  paid  to  the 
widow  in  cash  that  even  those  who  are  nearest  and  dearest  may  be  the 
cause  of  the  loss  of  her  chief  means  of  support  for  herself  and  her  chil- 
dren. 

Some  years  ago  the  widow  of  an  old  friend  of  ours  did  for  her  son 
just  what  this  life  insurance  man  had  warned  his  wife  against.  Her  hus- 
band had  left  her  enough  life  insurance  and  other  property  to  make  her 
comfortable  for  the  rest  of  her  life. 

Their  son  was  a  fine  young  man  and  devoted  to  his  mother.  But 
he  was  impractical.  When  he  married,  although  he  was  not  qualified  to 
manage  a  business,  he  decided  that  if  he  could  raise  the  necessary  capital 
he  would  buy  a  partnership  in  an  electric  apphance  company.  His 
mother  sold  a  large  amount  of  securities,  gave  him  the  money  and  said, 
"Now  we  are  in  business  together." 

It  turned  out  that  for  a  long  time  the  firm  had  been  heavily  in  debt. 
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When  it  failed,  the  widow's  loss  was  so  great  that  she  had  to  give  up  her 
home  and  Uve  with  relatives.  Eventually  she  had  practically  no  income. 
She  died  not  long  ago,  after  a  long  illness,  in  a  "home." 

Had  this  mother's  husband  elected  to  have  his  life  insurance  paid  to 
his  wife  in  the  form  of  an  income  from  interest  on  the  principal,  instead  of 
a  lump  sum,  or  had  he  left  his  life  insurance  and  other  property  in  trust 
with  a  trust  company,  she  could  not  have  made  this  disastrous  mistake; 
and  as  the  son  was  the  only  child  he  would  have  received  a  substantial 
inheritance  when  his  mother  died. 

Many  of  us  not  only  hear  of  but  actually  know  similar  or  different 
instances  in  which  a  widow  "left  comfortable"  has  lost  all  or  a  great  part 
of  the  estate  or  life  insurance  her  husband  had  thought  would  keep  her 
secure  from  want  as  long  as  she  Uved. 


A  passage  from  Charles  Dickens'  story.  Little  Dorritt,  well  il- 
lustrates the  fact  that  women  were  likely,  in  his  time  as  they  are  now, 
to  be  easily  influenced  to  part  with  their  money  by  persons  for  whom  they 
feel  a  deep  affection — "say  a  brother,  a  father,  say  a  husband"  as  the 
prison  turnkey  puts  it.  The  reader  may  recall  that  Little  Dorritt's  father 
was  confined  for  debt  in  the  Marshalsea  Prison;  that,  as  was  then  the 
custom  in  England,  his  family  lived  with  him  in  a  little  apartment  in  the 
prison;  that  Little  Dorritt  was  born  and  grew  up  there;  and  that  the 
prison  turnkey  became  her  godfather. 

"In  those  early  days,"  the  story  goes,  "the  turnkey  began  pro- 
foundly to  consider  a  question,  which  cost  him  so  much  mental  labor, 
that  it  remained  undetermined  on  the  day  of  his  death.  He  decided  to 
will  and  bequeath  his  little  property  of  savings  to  his  godchild  and  the 
point  arose  how  it  could  be  so  'tied  up'  that  only  she  should  have  the 
benefit  of  it.  His  experience  on  the  lock  gave  him  such  an  acute  percep- 
tion of  the  enormous  difficulty  of  tying  up  money  with  any  approach  to 
tightness,  and  contrariwise  of  the  remarkable  ease  with  which  it  could 
get  loose,  that  through  a  series  of  years  he  regularly  propounded  the 
knotty  point  to  every  new  insolvent  agent  and  other  professional  gentle- 
man who  passed  in  and  out. 

"  'Supposing,'  he  would  say,  stating  the  case  with  his  key  on  the 
professional  gentleman's  waistcoat — 'supposing  a  man  wanted  to  leave 
his  property  to  a  yoimg  female  and  wanted  to  tie  it  up  so  that  nobody 
else  could  ever  be  able  to  make  a  grab  at  it,  how  would  you  tie  up  that 
property?' 

"  'Settle  it  strictly  on  herself,'  the  professional  gentleman  would 
complacently  answer. 


43  "supposing  she  was  tender  hearted" 

"  *But  look  here,'  quoth  the  turnkey,  'suppose  she  had,  say,  a 
brother,  a  father,  say  a  husband,  who  would  be  likely  to  make  a  grab  at 
that  property  when  she  came  into  it — how  about  that?' 

"  It  would  be  settled  on  herself  and  they  would  have  no  more  legal 
claim  on  it  than  you,'  would  be  the  professional  answer. 

"  'Stop  a  bit,'  said  the  turnkey.  'Supposing  she  was  tender  hearted 
and  they  came  over  her.  Where  is  your  law  for  tying  it  up  then?' 

"The  deepest  character  whom  the  turnkey  sounded  was  unable  to 
produce  his  law  for  tying  such  a  knot  as  that." 


Very  often  a  widow's  parents  or  a  sister  or  brother  are  in  trouble. 
Perhaps  one  of  them  is  iU  and  should  have  surgical  attention.  They  may 
have  hospital  or  surgical  bills  they  can't  pay  or  a  mortgage  threatening 
foreclosure,  or  an  accumulation  of  debts  that  are  pressing  and  make  them 
all  unhappy,  including  the  widowed  daughter,  or  sister,  herself. 

We  recall  a  widow  who  used  almost  a  half  of  her  principal,  a  large 
part  of  which  was  from  her  husband's  life  insurance,  to  "save  the  honor 
of  her  family,"  restoring  funds  embezzled  by  a  sister's  son  who  had 
worked  in  a  bank. 

How  can  the  widow,  with  a  large  amount  of  insurance  money  in  the 
bank  awaiting  investment,  or  in  control  of  investments  she  has  made, 
view  such  distress  among  her  loved  ones  and  not  go  to  the  rescue?  You 
can  easily  imagine  the  conflict  of  her  dilenmia — the  great  need  and  anx- 
iety of  a  loved  one  vs.  the  knowledge  that  her  husband  had  denied  him- 
self (as  was  his  duty)  in  order  to  protect  her  and  their  children.  What 
should  she  do?  Is  it  fair  that  she  should  be  forced  to  make  such  a  de- 
cision? Either  of  which  would  seem  both  right  and  wrong? 

You  read  of  such  things  in  a  well-written  story  or  novel,  and  find  it 
interesting,  perhaps  moving.  But  when  similar  cases  are  cited  in  a  book 
like  this,  for  a  purpose,  you  may  think  of  them  as — how  shall  we  say  it — 
"melodramatic?" — After  all,  "life  is  like  that."  Every  day  there  are, 
perhaps  in  your  own  community,  mothers  of  young  children  who  are 
struggling  with  such  problems. 

Referring  to  the  pressures  which  may  cause  a  widow  to  part  with 
portions  of  her  capital,  the  Harvard  Law  School  lecturer,  Mayo  Adams 
Shattuck,  says  that  "all  estate  planners  have  an  awareness  of  the  dan- 
ger" that  complete  control  of  property  "might  be  exercised  unwisely  be- 
cause of  (1)  the  influence  of  a  new  spouse  in  event  of  remarriage  or  (2) 
the  faihng  of  judgment  that  sometimes  goes  with  advanced  age  or  (3) 
a  soft  heart  which  cannot  resist  the  importuning  of  needy  friends,  rela- 
tives, or  charities." 
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We  have  personally  known  several  instances  of  widows  remarrying 
and  turning  over  their  money  and  investments  to  the  new  husbands  to 
manage  for  them.  Two  of  these  second  husbands  were  highly  educated, 
cultivated,  and  honest,  but  incompetent  in  business.  Not  until  they  died 
was  it  known  that  they  had  suffered  severe  losses  and  that,  in  order  to 
enable  their  wives  to  continue  Uving  as  they  were  accustomed,  they  had 
been  drawing  on  their  capital.  In  one  case  the  widow  was  left  only  about 
40  per  cent  of  her  original  principal.  The  other  husband  survived  his 
wife.  At  his  death,  his  daughter,  no  longer  young,  had  only  a  few  thou- 
sand dollars.  When  that  was  gone,  she  went  to  live  in  a  home  for  indigent 
women. 


Elsewhere  mention  is  made  of  the  marital  deduction  in  the  federal 
estate  tax  law  by  which  as  much  as  50  per  cent  of  an  estate  is  exempt 
from  the  tax  if  it  is  left  to  the  wife  with  full  power  of  appointment.  That 
means  with  the  right  to  dispose  of  it  as  she  pleases.  She  may  give  it  away 
or  bequeath  it  as  she  wishes. 

Recently  we  heard  of  a  man  who  went  to  a  trust  officer  with  a  prob- 
lem that  was  indeed  a  dilemma.  He  said,  "I  estimate  that  in  case  I  die  be- 
fore my  wife  dies  the  federal  tax  on  my  estate  would  be  reduced  by 
$30,000  or  $35,000  if  I  avail  myself  of  the  marital  deduction.  But  my 
wife  has  always  been  so  generous  with  relatives  and  friends  in  need  that 
m  the  long  run  she  might  be  safer  without  the  extra  $30,000  or  $35,000 
if  I  forget  the  marital  deduction  and  stipulate  that  she  carmot  dispose  of 
any  of  the  principal  of  whatever  I  leave  her." 

The  trust  officer  replied,  "I  won't  recommend  that  you  do  or  do  not 
take  advantage  of  the  marital  deduction.  But  I  will  tell  you  that  my  mother 
and  my  wife  are  both  recklessly  generous.  So,  my  father  and  I  decided 
that,  despite  the  federal  estate  tax  saving  we  could  make,  it  would  be  safer 
for  our  wives  not  to  provide  for  the  marital  deduction.  We  both  have  trust 
agreements  in  which  it  is  specified  that  our  wives  shall  have  only  the  in- 
come from  our  estates.  However,  we  have  directed  that  in  case  of  emer- 
gencies, with  necessary  expenditures  for  their  benefit  in  excess  of  current 
income,  the  extra  payments  may  be  made  from  the  principal  at  the  dis- 
cretion of  the  trust  company." 
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Waste  and  Want 


FOR  extravagant  or  very  generous  men  or  women,  it  can  be  dangerous 
suddenly  to  come  into  a  large  sum  of  money. 

It  is  so  easy  to  write  a  check.  Somehow,  to  some  people,  it  may  not 
seem  quite  like  paying  out  money  as  it  does  when  you  lay  down  a  lot 
of  ten,  twenty,  or  hundred  dollar  bills.  At  least  you  don't  see  the  money 
you  spend  by  just  writing  your  name  on  a  slip  of  paper.  And  some  women 
don't  keep  close  track  of  their  bank  balances. 

There  are  women  whom  widowhood  does  not  cure  of  extravagance. 
The  writer  has  heard  a  good  many  distressing  stories  of  life  insurance 
paid  in  a  lump  sum,  that  was  squandered  in  a  short  period  of  time. 
Here  are  some  that  he  remembers  best. 

A  Seattle  life  insurance  man  told  the  amazing  story  of  a  widow 
whose  husband  was  the  only  one  of  the  men  in  his  family  or  his  wife's 
family  who  earned  more  than  a  bare  living.  He  left  her  $50,000  of  life 
insurance  that  was  paid  to  her  in  one  sum.  She  was  generous  and  ex- 
travagant and  apparently  had  no  idea  of  the  value  of  money.  She  gave 
$10,000  to  her  father  and  mother,  then  $10,000  to  her  husband's  father 
and  mother,  and  loaned  $10,000  to  a  brother-in-law,  without  security 
of  any  kind,  not  even  a  personal  note  or  receipt  for  the  money.  These 
acts  of  generosity  were  followed  by  an  orgy  of  shopping.  She  bought  a 
fur  coat  and  fine  clothes  and  a  new  automobile. 

Eleven  months  after  her  husband's  death  she  had  only  $12,000  left 
out  of  the  $50,000  which  he  had  provided.  Yet  when  he  bought  the  in- 
surance he  undoubtedly  thought  of  it  as  protection  for  his  wife. 

This  was,  of  course,  a  most  extraordinary  case  of  extravagance  and 
reckless  generosity.  Yet,  on  a  smaller  scale  it  has  been  duplicated  many 
times. 

Late  one  afternoon,  some  years  ago,  on  a  train  from  Minneapolis 
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to  Duluth,  the  writer  fell  into  conversation  with  a  furniture  dealer  from 
a  western  city.  When  the  stranger  learned  that  he  was  sitting  with  a  life 
insurance  man,  he  fell  silent  for  a  moment,  then  said,  "I  used  to  believe 
life  insurance  was  a  good  thing,  but  now  I  don't  know." 

"That  is  a  remark  I  have  never  heard  before.  Practically  everybody 
believes  in  and  owns  some  life  insurance." 

"Oh,  I  carry  a  fair  amount  of  life  insurance,"  he  said,  "but  it  isn't 
certain  that  it  will  do  my  family  any  good.  I'll  tell  you  a  story  to  show 
what  I  mean.  I  had  a  friend  who  was  married  and  had  one  child,  a 
daughter.  He  owned  his  home,  made  a  good  living,  and  did  all  he  could 
to  make  his  family  comfortable  and  happy.  He  hadn't  saved  much  money 
outside  of  his  business  except  what  he  had  invested  in  $60,000  of  life 
insurance. 

"Well,  he  died.  His  widow  was  paid  her  $60,000  and  began  to  get 
rid  of  it.  She  was  ambitious  for  her  daughter,  thought  she  should  have  a 
nicer  home  in  which  to  entertain  and  make  new  friends.  She  hurriedly 
sold  the  old  one  for  less  than  it  was  worth  and  bought  a  new  house  in  an 
attractive  development.  One  day  she  came  to  my  store  and  asked  me  to 
help  her  select  some  furniture  for  her  new  home. 

"She  pointed  out  expensive  things  which  I  knew  she  couldn't  afford. 
I  suggested  pieces  that  were  in  good  taste  and  much  less  costly.  But  she 
would  have  none  of  my  advice  and  finally  lost  her  temper  and  said.  This 
is  the  first  time  I  have  ever  had  a  chance  to  buy  the  kind  of  furniture  I 
wanted  and  this  is  what  I  am  going  to  have.' 

"At  that  I,  too,  became  angry  and  said.  Then  you  can't  do  business 
with  me.  Your  husband  made  sacrifices  in  order  to  leave  you  the  insur- 
ance money  which  he  thought  would  take  care  of  you  and  your  daugh- 
ter and  you  are  throwing  it  away.'  She  flared  up  and  screamed,  'I  have 
$60,000!' 

"Then  I  let  her  have  it:  'No,  you  haven't  got  $60,000.  You've  al- 
ready spent  a  lot  and  at  the  rate  you're  going  you'll  soon  be  broke.  Your 
husband  was  my  friend  and  I  won't  be  a  party  to  what  you  are  doing!'  " 

After  a  moment,  visibly  affected,  he  added,  "That  woman  never 
would  speak  to  me  afterwards  when  I  passed  her  on  the  street.  Today 
she  is  keeping  a  rooming  house." 

Of  course,  we  explained  how  a  life  insurance  income  settlement 
would  have  prevented  such  a  disaster.  When  it  dawned  on  the  man  what 
was  meant,  he  looked  first  surprised  and  then  angry.  He  banged  his 
fist  down  on  the  arm  of  his  chair  and  fairly  shouted:  "Then  why  aren't  we 
told  about  it?  I  have  insurance.  I  didn't  know  about  this  income  proposi- 
tion. I  don't  believe  my  friend  knew  of  it." 
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Asked  if  he  hadn't  read  his  life  insurance  policies  which  explained 
the  optional  income  plans,  he  countered  by  inquiring,  "Have  you  read 
everything  in  your  fire  insurance  policies?"  We  admitted  that  we  had  not, 
but  did  so  on  returning  home. 

A  life  insurance  manager  who  is  very  much  interested  in  this  sub- 
ject recently  wrote  us  a  letter  from  which  we  quote  the  following  para- 
graphs: 

"In  accordance  with  your  request,  I  will  give  you  some  true  ex- 
amples of  widows  squandering  life  insurance  money. 

"We  will  call  the  first  case  Mrs.  A.  Her  husband  died  two  years  ago 
and  left  $26,000  of  life  insurance.  She  had  the  option  of  having  part  of  it 
in  a  lump  sum  and  the  balance  in  installments,  but  she  insisted  on  the 
proceeds  being  paid  in  full.  She  bought  a  new  air-conditioned  automobile, 
a  mink  stole,  had  her  home  redecorated  and  some  new  furniture  added, 
and  spent  a  lot  of  money  on  her  daughter,  age  fifteen,  for  clothes,  and 
gave  a  party  for  her  daughter  at  one  of  the  country  clubs.  Thirteen  months 
from  the  date  of  her  husband's  death  she  had  spent  all  her  money,  and 
she  has  gone  to  some  wealthy  friends  and  borrowed  money  on  several 
different  occasions.  What  a  pity  this  money  could  not  have  been  paid 
in  installments  which,  along  with  social  security,  would  have  at  least  given 
her  some  income  until  her  daughter  was  through  high  school  and  col- 
lege. 

"Case  B:  We  had  a  $10,000  claun  that  we  paid  recently  to  a  widow. 
The  agent  handling  the  case,  persuaded  her  to  take  $5,000  in  a  lump 
sum  and  leave  $5,000  on  deposit  with  the  company  at  interest  for  the 
education  of  her  12-year-old  daughter.  She  agreed,  but  six  months  later 
she  came  to  our  office  and  demanded  the  balance  of  her  money  which, 
of  course,  we  let  her  have.  It  is  my  understanding  that  she  bought  a  new 
automobile  costing  over  $4,000  and  that  the  other  money  was  spent  for 
clothes. 

"Case  C:  One  of  our  agents  died  and  left  his  wife  $76,000  of  life 
insurance  and  a  $30,000  home  which  was  paid  for.  $26,000  of  this 
money  was  paid  in  a  lump  sum  and  within  a  few  years  aU  this  money  had 
been  spent.  The  home  was  sold  and  that  money  spent.  The  agent  was 
smart  enough  to  leave  $50,000  payable  to  his  widow  at  the  rate  of  slightly 
over  $200  a  month  for  life.  This  income  will  go  on  'forever.'  The  widow 
was  very  angry  because  this  money  was  left  payable  as  income  for  life. 
She  wanted  it  in  a  lump  sum,  but  her  husband,  fortunately  for  her,  fixed 
it  so  she  could  not  get  it. 

"I  was  talking  to  the  manager  of  our  claim  department,  who  has  han- 
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died  many  hundreds  of  claims,  and  he  told  me  that  when  a  widow  has 
the  option  of  taking  the  money  in  a  lump  sum  or  leaving  it  on  deposit 
with  the  company  at  interest,  or  taking  it  in  installments,  nine  times  out  of 
ten  she  will  take  the  lump  sum. 

"One  of  our  policyowners  died  about  a  year  ago  and  left  his  in- 
surance payable  partly  in  a  lump  sum  and  the  balance  to  be  left  on  de- 
posit with  the  company;  but  his  wife  has  the  privilege  of  withdrawing 
these  funds  if  she  wants  to  and  she  has  been  back  twice  in  less  than  a  year 
to  obtain  some  of  the  money.  I  would  not  be  surprised,  even  though  he 
left  $75,000  of  life  insurance,  to  see  it  all  spent  within  a  few  years." 


The  last  year  or  so  there  has  been  an  increasing  number  of  articles 
in  newspapers  and  magazines  on  the  widow's  problems  of  conservation 
and  management  with  special  reference  to  their  life  insurance  when  it  is 
paid  in  a  lump  sum. 

In  a  New  York  newspaper,  we  have  just  read  an  article  by  the  finan- 
cial writer,  Donald  I.  Rogers,  about  the  security  of  a  life  insurance  in- 
come settlement  vs.  payment  in  a  lump  sum.  "The  old  adage,"  he  says, 
"about  *a  fool  and  his  gold'  can  be  as  painfully  valid  for  the  proceeds  of 
a  life  insurance  policy  as  for  ...  a  hot  hand  at  a  poker  table.  .  .  .  Many 
an  unfortunate  widow  will  go  through  the  proceeds  of  a  policy  her  hus- 
band might  have  spent  years  in  building,  almost  as  fast  as  she  might  go 
through  the  winnings  of  an  afternoon's  play  at  the  Thursday  Club." 

Mr.  Rogers  says  that  a  wrong  decision  as  to  how  the  life  insur- 
ance money  is  to  be  paid  can  wreck  a  man's  life  insurance  plans  for  his 
family.  If  the  insurance  is  paid  in  cash  "it  has  to  be  competently  invested." 
But  "more  frequently  than  not,  this  kind  of  investment  skiU  is  hard  to 
come  by." 

Mr.  Rogers  concludes  his  article  by  recommending  the  installment 
income  settlements.  "For  permanent  needs,"  he  says,  "perhaps  the  best 
alternative  is  the  life  income  option." 
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Life  Insurance  Deposit  Option 


BECAUSE  of  the  emotional  strain  at  the  time  of  her  husband's  death,  it 
is  difl&cult  for  the  widow  to  think  clearly  about  financial  matters. 
And  she  is  more  susceptible  to  the  entreaties  of  friends  and  relatives  for 
assistance  and  the  temptation  to  spend  more  than  she  should.  For  these 
reasons  and  because  otherwise  her  money  would  probably  be  lying  idle 
in  the  bank,  we  make  the  following  suggestions: 

1.  The  husband  who  has  decided  to  leave  all  or  most  of  his  life  insur- 
ance available  to  his  wife  in  a  lump  sum  should  arrange  with  the  com- 
pany, as  he  has  the  right  to  do,  not  to  pay  the  money  directly  to  her 
but  to  hold  it  on  deposit  at  interest,  subject  to  withdrawal.  The  money 
will  be  safe,  will  be  earning  interest  and  can  be  withdrawn  as  it  is 
needed  for  expenses  or  for  investment. 

2.  If  the  husband  has  not  made  this  arrangement,  then  the  widow  would 
do  weU  not  to  accept  a  check  for  the  insurance  proceeds  but  put  herself 
in  a  position  to  consider  carefully  what  she  should  do,  proceeding  as 
follows : 

She  would  ask  the  agent  or  the  company's  manager,  or  general 
agent,  to  help  her  prepare  a  letter  to  the  company,  returning  the  check 
and  requesting  the  company  to  hold  the  money  on  deposit  at  interest. 

Then  she  would  take  time,  within  the  time  limit  allowed  by  the  com- 
pany, to  consider  what  she  would  do:  Would  she  (1)  elect,  in  lieu  of  a 
cash  settlement,  to  receive  a  guaranteed  monthly  income,  or  (2)  place 
her  money  in  trust  in  a  trust  company,  or  ( 3 )  would  she  take  the  cash 
and  try  to  manage  the  money  herself?  This  would  be  much  better  than 
to  accept  a  check  for  the  proceeds  and  deposit  it  in  her  checking  account. 
The  money  would  be  as  safe  as  if  it  were  in  the  bank  and  would  start 
earning  interest  immediately. 

And,  if  she  wishes,  she  will  have  the  right,  as  she  would  not  have 
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if  she  had  accepted  the  check  and  deposited  it,  to  elect  an  income  op- 
tion within  the  time  limit  allowed  by  the  company. 

The  deposit  in  the  life  insurance  company  is  not  a  checking  ac- 
comit.  It  is  more  like  an  account  in  a  savings  bank,  available  on  appUca- 
tion  for  withdrawal.  So  the  money  cannot  be  spent  or  given  away  in  a 
moment  of  impulse  as  when  all  one  has  to  do  is  to  fill  out  a  check  and 
sign  it.  And  one  is  more  likely  to  think  twice  before  making  a  withdrawal. 
Thus,  the  money  may  be  a  bit  safer  against  the  requests  and  demands 
of  persons  who  want  to  borrow  some  of  it  than  it  would  be  in  a  checking 
account. 

If  a  husband  really  wants  his  policy  proceeds  to  be  available  to  his 
wife  for  investment,  he  should  by  all  means  elect  this  deposit  option,  and 
he  should  explain  to  his  wife  why  he  has  made  such  an  arrangement. 

A  husband  once  said  to  the  writer,  "I  have  left  my  life  insurance 
payable  *on  deposit  with  the  company'  and  told  my  wife,  'If  anybody  asks 
you  to  give  or  loan  him,  or  her,  some  of  your  money,  you  tell  them  you 
haven't  got  it — that  I  left  it  with  the  company  at  interest.'  " 
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Facing  the  Problem 


WHAT  would  a  man  of  some  investment  experience,  whose  wife  had 
never  had  any,  have  thought  if,  during  the  years  when  they  were 
trying  to  get  ahead,  someone  had  suggested  that  he  turn  over  all  his 
savings  to  her  to  invest  without  any  help  from  him? 

Yet  this  is  just  what  he  does  with  a  large  amount  of  money  if  he 
leaves  his  life  insurance  to  be  paid  to  his  widow  in  a  lump  sum. 

There  are,  of  course,  some  women  who  have  only  one  concern  in 
regard  to  life  insurance  paid  them  in  a  lump  sum.  They  realize  that  as  a 
source  of  income  it  is  not  really  a  great  sum  of  money.  They  do  not 
spend  any  of  it  unnecessarily.  They  have  no  relatives  or  friends  who 
want  any  of  it.  Their  only  problem  is  to  invest  their  money  so  it  will  be 
safe  and  return  a  reasonable  income. 

They  know  there  are  great  risks  of  loss  in  speculation  and  are  de- 
termined that  their  money  shall  be  placed  only  in  sound  securities.  What 
worries  them  is  the  awareness  of  their  complete  unpreparedness  for  the 
task,  the  outcome  of  which,  for  better  or  worse,  may  alSect  their  entire 
future  and  the  future  of  their  children. 

Perhaps,  as  has  been  said,  the  widow's  only  experience  in  money 
matters  has  been  in  managing  her  allowance  for  the  family  budget.  What 
funds  she  and  her  husband  had  for  investment  were  always  managed  by 
him.  She  may  recall  how,  in  the  evening  with  his  newspaper,  he  used  to 
pore  over  pages  that  she  never  read — the  stock  market  reports — to  "see 
how  his  investments  were  doing."  And  she  may  remember  that  some  of 
them  turned  out  badly. 

She  had  heard  him  say  (perhaps  in  self-defense,  yet  truly)  that 
there  are  very  few  men  who  are  able  to  invest  money  over  a  long  period 
without  some  losses.  And  there  was  the  banker  who  stated  that  in  his 
experience  in  settling  estates,  going  through  safe  deposit  boxes,  he  had 
observed  that  quite  commonly  a  man  who  had  made  money  in  his  busi- 
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ness  or  profession  that  he  knew  so  well,  had  sometimes  lost  money  by 
investing,  as  many  of  us  do,  in  the  stocks  and  bonds  of  companies  of 
which  he  really  had  Httle  knowledge. 

If  her  husband  lost  in  some  investment,  he  had  another  chance;  he 
could  continue  to  earn  and  save  and  invest  in  something  that  might  turn 
out  well.  But  if  the  widow  loses  any  of  her  money,  she  will  not  have  a  sec- 
ond chance;  there  will  be  no  more  to  replace  it.  No  wonder  she  is  puzzled 
and  troubled  and  afraid  that  she  might  make  an  irreparable  and  possibly 
a  disastrous  mistake. 

Relatives  and  friends,  perhaps  no  better  qualified  than  she  is,  are 
telling  her  what  to  buy.  They  don't  agree  and  only  confuse  her.  She  won- 
ders at  the  difference  in  the  recommendations  of  stock  brokers  she  has 
consulted. 

Now  she  is  reading  the  financial  pages  of  her  newspaper  as  her 
husband  used  to  do.  The  time  is,  let's  say,  the  end  of  the  year  1957. 
Yesterday  she  saw  a  table  in  large  type  (which  we  too  read  with  interest) 
— a  Ust  of  twenty  leading  stocks  and  their  high  and  low  prices  of  the  last 
twelve  months:  A  great  railroad  whose  shares  could  now  be  bought  for 
one-half  the  price  she  would  have  had  to  pay  some  months  ago.  Another 
fine  company  is  down  about  two-thirds.  Motor  stocks,  oils,  steels — nearly 
everything  is  down.  What  does  it  mean? 

In  vain  she  tries  to  understand  what  the  financial  columnists  are 
saying.  And,  she  wonders — though  prices  are  low,  is  it  a  good  time  to  buy 
stocks  when  so  many  people  are  selling  at  less  than  they  paid  for  them? 
She  sees  notices  of  a  reduction  in  several  companies'  dividends.  Per- 
haps other  stocks  she  might  buy  could  be  on  the  point  of  cutting  their 
dividends — and  what  she  needs  is  income.  The  more  she  reads,  the  more 
she  is  confused. 

No  doubt,  many  husbands  can  recall  experiences  of  their  own — in 
selecting  investments  for  their  hard-earned  savings;  in  discussing  securi- 
ties with  friends  and  brokers  of  differing  opinions;  in  being  consulted 
for  investment  advice  which  they  felt  incompetent  to  give — experiences 
which  confirm  in  their  minds  anything  we  might  say  of  the  perplexities, 
confusion,  bewilderment  of  the  widow  trying  conscientiously  to  invest 
prudently  the  funds  her  husband  had  provided  in  the  hope  of  making  the 
future  safe  for  her  and  their  children. 

Does  she  perhaps  wonder  whether  in  some  way  she  couldn't  have 
been  spared  this  responsibility?  We  know  that  there  are  ways.  That  is,  in 
the  end,  what  this  book  is  about. 

Some  years  ago,  the  World's  Work*  an  excellent  magazine  that 
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finally  went  the  way  of  many  other  excellent  magazines — out  of  print — 
published  an  article  entitled  "The  Lady  and  Her  Legacy."  It  was  the 
factual  story  of  a  woman  who  earnestly  sought  advice  for  the  investment 
of  an  inheritance  she  had  received  in  cash.  It  was  too  large  to  be  accepted 
by  her  savings  bank.  Friends  who  were  business  men  recommended 
copper  and  cotton  mill  stocks.  Her  minister  advised  purchase  of  the 
bonds  of  a  boys'  school  which  was  going  to  erect  a  new  building.  She 
answered  advertisements  and  received  suggestions  about  stocks  that  a 
financial  journal  to  which  she  wrote  warned  her  not  to  buy.  Finally,  she 
did  what  she  should  have  done  in  the  first  place — talked  with  the  presi- 
dent of  her  bank  who  gave  her  good  advice  and  introduced  her  to  an 
investment  firm  that  helped  her  to  select  sound  securities  considered 
suitable  for  her  situation. 

How  many  women,  do  you  think,  would  have  had  the  wisdom  and 
the  patience  to  persevere  as  this  lady  did — and  the  will  to  resist  the  sales 
appeal  of  persuasive  stock  salesmen? 

The  widow  of  an  old  friend  of  the  author's  who  received  a  large 
amount  of  life  insurance  was  less  wise  than  the  lady  of  the  legacy.  She 
was  acquainted  with  a  young  broker  who,  in  the  era  of  great  industrial 
expansion  and  tight  money  during  which  her  husband  died,  was  making 
a  good  Uving  selling  bonds  that  promised  6,  7,  and  8  per  cent.  Of  course, 
the  mere  fact  of  their  high  interest  rates  should  have  been  a  warning 
that  in  buying  such  bonds  she  might  be  taking  too  great  a  risk  with  her 
funds. 

But  the  inexperienced  lady  did  not  realize  this.  She  was  dealing  with 
a  young  man  whose  family  she  had  known  for  years;  and  she  was  en- 
tranced with  the  idea  of  an  income  of  $6,000  or  $7,000  a  year  instead 
of  only  $3,000  or  $4,000  from  some  bonds  she  had  heard  of.  She  put 
nearly  all  of  her  life  insurance  money  in  the  bonds  of  a  real  estate  com- 
pany and  a  new  church  and  the  bonds  of  several  foreign  countries. 

For  a  few  years  she  received  the  high  interest  rates  she  had  expected. 
But  in  time  the  real  estate  company  failed,  two  or  three  wealthy  mem- 
bers of  the  church  who  were  its  chief  financial  support  died  and  some  of 
the  foreign  bonds  defaulted  in  their  interest  payments.  In  distress  for 
want  of  income,  the  lady  sold  all  these  bonds  at  a  great  loss. 

That  did  not  have  to  happen.  Her  husband  could  have  arranged 
for  the  life  insurance  company  to  pay  his  wife  a  guaranteed  monthly  in- 
come. Or  he  could  have  had  the  proceeds  of  his  insurance  as  well  as 
other  property  paid  into  a  trust  fund  in  a  trust  company  for  her  benefit. 

It  is  so  easy  to  relieve  a  widow  of  the  worry  and  care  and  the  burden 
and  risk  of  managing  her  money  and  to  protect  her  from  the  temptation 
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to  spend  more  than  she  can  afford  and  from  the  pressures  of  friends 
and  relatives,  and  to  plan  security  for  her  and  her  children,  and  for  her- 
self if  she  lives  to  old  age. 

Though  when  they  are  issued  life  insurance  poUcies  commonly 
provide  that  the  insurance  shall  be  paid  in  a  lump  sum,  all  that  is  neces- 
sary in  order  to  change  the  settlement  from  a  cash  payment  to  income 
is  for  the  policyowner  to  request  the  company,  in  writing,  to  pay  the 
policy  proceeds  as  provided  in  one  of  the  income  options — as  interest 
on  the  principal  or  in  some  form  of  installment  or  annuity  income. 

It  takes  only  a  few  minutes  to  draft  such  a  request.  But  before  this 
is  done  there  should  be  some  thinking  and  imagining  and  planning,  in 
terms  of  the  needs  of  family  living  and  the  common  emergencies  of  life 
over  a  long  period  of  years.  Though  the  major  portion  of  the  insurance 
is  for  income,  there  will  be  some  needs  for  cash.  A  plan  should  be 
worked  out  on  the  basis  of  estimated  requirements  for  cash  and  income. 

A  plan  of  this  kind  is  called  a  life  insurance  program.  The  elements 
of  a  program  and  the  way  it  operates  are  discussed  in  the  following 
chapters. 


BOOK   III 


Solution: 
The  Life  Insurance  Program 


''Under  a  Life  Insurance  Program 
With  guaranteed  monthly  income 
The  Money  takes  care  of  the  Widow 
Instead  of 
The  Widow  trying  to  take  care  of  the  Money" 
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Life  Insurance  Program  for 
Specific  Needs 


CLEAR  VS.  Cloudy — two  opposite  types  of  thinking  as  well  as  of 
weather. 

Until  rather  recently,  most  men  bought  their  life  insurance  (and  too 
many  still  do)  with  only  vague  notions  of  "why"  and  "how  much" — 
and  usually  with  no  idea  of  how  far  it  would  go  in  providing  for  the 
needs  of  their  estates,  their  families  or  their  business — and,  therefore, 
without  knowing  whether  they  had  too  much  or  too  Uttle  or  just  the  right 
amount  of  life  insurance. 

They  thought  only  in  general  terms,  which,  of  course,  is  a  poor  way 
to  think  of  anything  that  is  important.  A  man  said  to  himself:  "K  I 
died,  my  wife  would  need  money  to  live  on  without  working  so  she  could 
be  at  home  with  the  children.  I'd  better  buy  a  substantial  amount  of  life 
insurance,  say  $20,000."  (Or  $50,000  or  $100,000,  according  to  his 
means.) 

A  large  sum  of  money?  Indeed  it  was  (and  is).  Being  still  a  young 
man,  he  had  never  had  that  much  in  his  life.  Facetiously,  he  boasted,  as 
he  had  heard  other  men  do,  that  now  he  would  be  "worth  more  dead 
than  alive." 

But  when  he  died,  anyone  could  see  that  alive  he  had  been  a  "rich 
man"  as  compared  with  his  family's  present  financial  situation.  When  he 
was  living,  they  seemed  to  have  everything  they  needed  or  wanted,  with- 
in reason.  There  was  no  scrimping,  no  wondering  how  they  could  make 
ends  meet.  Now,  except  for  social  security,  there  was  only  that  $20,000 
(or  whatever  it  was)  which  looked  like  a  fortune  until  the  widow  began  to 
do  a  Httle  figuring,  calculating  specific  needs  for  money  instead  of  think- 
ing in  general  terms  as  her  husband  had  done. 

How  much  would  she  need  every  month  for  rent,  (or  annually  for 
taxes,  upkeep,  and  interest  on  a  mortgage)  and  for  food,  clothing,  utilities 
and  so  on?  And  those  installment  payments  on  the  automobile  and  the 


Life  and  Life  Insurance  58 

modern  kitchen  equipment.  It  is  so  easy  to  see,  after  a  man  has  died, 
what  his  family  will  need  money  for  and  how  much. 

The  widow  knows. 

The  husband  could  have  known  if  only  he  had  thought  of  life 
insurance  as  income  to  continue  paying  the  bills  he  was  paying  for  cer- 
tain things  that  were  necessary. 

Now  the  lady  starts  figuring  again — ^how  much  income  would  she 
have?  There  is  her  social  security  until  the  youngest  child  is  1 8  years  old, 
and  after  age  62.  Her  only  other  income  will  be  what  she  can  get  from 
the  $20,000  of  life  insurance  money.  At  5  per  cent  that  would  be  $1,000 
a  year — about  $83  a  month. 

"But"  she  remembers.  She  hasn't  quite  $20,000.  She  has  already 
paid  the  bills  for  the  cost  of  her  husband's  last  illness  and  perhaps  his 
funeral  expenses,  and  some  other  things.  Even  with  her  social  security 
payments,  until  her  youngest  child  is  18,  she  wiU  not  have  enough  to  live 
on  and  help  the  children  through  college. 

And  what  could  she  do  to  earn  a  little  money  to  provide  the  addi- 
tional income  she  must  have?  How  could  she  be  away  from  home  when 
the  children  needed  her!  In  her  imagination,  she  can  hear  them  calling, 
"Mother,"  as  they  come  home  from  school  and  she  would  not  be  there. 
How  terrible  it  was  to  be  faced  with  such  a  dilemma! 

Now  all  the  thinking — her  thinking — is  in  specific  terms — so  much 
for  this,  so  much  for  that.  If  only  her  husband  had  been  guided  in  his 
thinking  about  life  insurance  money  as  she  is  thinking,  had  done  a  little 
figuring  as  she  is  figuring,  in  his  imagination  all  that  is  now  happening 
would  have  been  seen  clearly  as  a  possibility — as  a  certainty  if  he 
died. 

She  wonders  why  they  never  spent  any  of  their  evenings  talking 
about  the  future  and  planning  together.  She  wonders  whether  other  hus- 
bands and  wives  do.  If  only  for  the  sake  of  the  children,  it  really  is  their 
duty  as  parents. 

AU  the  hours  they  had  devoted  to  talking  about  whether  they  could 
afford  to  buy  a  new  car,  or  a  larger  TV  set,  or  to  install  some  air  condi- 
tioning! But  hardly  ever  any  talk  about  what  she  now  sees  was  one  of  the 
most  important  problems  of  their  lives. 

Once  in  a  while  her  husband  told  her  that  a  life  insurance  agent  had 
been  "after  him  today"  and  he  had  "bought  another  policy."  She  said 
that  was  good  of  him  and  expressed  appreciation  of  his  concern  for  her 
and  the  children  but,  perhaps,  asked  if  he  could  really  afford  it  when  they 
had  so  many  expenses  for  other  things  that  were  pressing — thinking  of 
life  insurance  as  an  "expense"  instead  of  an  investment  in  security! 

That  was  about  all — no  talks  about  how  much  life  insurance  they  al- 
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ready  had  and  how  much  income  it  would  produce  and  about  their  social 
security  and  the  minimum  of  income  she  would  need  if  he  died  and  so 
on — no  talk  about  which  should  come  first,  life  insurance  or  stocks  and 
bonds  or  certain  things  for  easier  and  pleasanter  living.  No  talk  about 
problems  of  the  future. 

"No,"  she  recalls.  In  those  happy  days  practically  all  their  talk  was 
about  the  present — about  what  they  ought  to  do  today  and  tomorrow,  and 
perhaps  the  day  after  tomorrow  or  possibly  plans  for  next  summer.  But 
they  were  young  and  it  was  too  soon  to  begin  worrying  about  the  future. 
Too  soon  to  start  saving  for  their  old  age  that  was  so  far  away.  Even 
though  they  read  nearly  every  day  about  young  wives  who  suddenly 
had  become  widows,  they  never  thought  seriously  about  the  possibility 
that  she  might  become  a  widow  as  the  majority  of  wives  do. 

They  never  bought  life  insurance  as  they  bought  other  things — on 
their  own  initiative.  They  had  always  waited  until  a  life  underwriter 
came  and  led  them  to  think  a  bit  and  persevered  and,  in  spite  of  their 
reluctance  to  "do  it  now,"  persuaded  them  to  "take  another  policy,"  per- 
haps a  "five"  or  a  "ten." 

Of  course,  some  day  they  must  own  a  large  amount  of  life  insurance. 
But  there  was  a  time  for  everything;  and  it  was  not  yet  time  to  be  "worry- 
ing about  the  future."  They  had  so  many  expenses  just  now.  The  future 
could  wait. 

Now  it  was  here.  And  she  was  a  widow,  worrying  about  the  present 
that  only  a  short  time  ago  was  the  future.  If  only  they  had  planned  for 
this  day  as  the  life  insurance  man  had  said  they  ought  to  do — while  they 
were  still  young  and  in  good  health  and  could  get  the  insurance  they 
needed  at  premium  rates  much  lower  than  they  would  be  years  later. 

At  last,  as  a  widow  wondering  how  she  could  provide  for  the  care 
of  her  children  and  their  education,  it  was  so  easy  to  see  that  obtaining 
life  insurance  for  the  future  is  always  a  matter  that  belongs  to  the  present 
in  the  sense  that  only  in  the  present  can  we  prepare  for  the  future — for 
old  age  or,  possibly,  widowhood. 

If  only  they  had  planned  their  life  insurance — until  they  had  pro- 
vided as  well  as  they  could  within  their  means.  It  occurs  to  her,  "We 
could  have  afforded  a  lot  more."  If  she  had  known  then  what  she  knows 
now  (and  they  could  have  knovm  if  they  had  talked  it  over),  she  would 
have  been  glad  to  economize  on  other  things  so  much  less  important,  in 
order  to  help  save  the  money  for  the  premium  payments. 


Such  expressions  of  vain  regret  may  be  familiar  to  any  life  under- 
writer of  long  experience  who  has  presented  checks  to  widows  that  he 
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knew  were  inadequate  for  their  needs.  Sometimes  he  may  have  felt  that 
he  had  failed  in  his  duty — that  he  should  have  been  more  persistent  in 
trying  to  persuade  husbands  and  wives  to  protect  their  future  as  he 
could  see  they  could  and  should  do.  We  recall  an  underwriter  who  told 
us  of  a  widow  who  had  blamed  him  for  her  lack  of  adequate  funds.  She 
said,  "I  hold  you  responsible  for  my  unfortunate  situation.  You  and  my 
husband  were  friends  and  I  am  sure  that  if  you  had  tried  hard  enough 
you  could  have  persuaded  him  to  do  what  he  ought  to  have  done." 

"But,"  the  underwriter  added,  "her  husband  told  me  that  his  wife 
always  opposed  his  buying  more  life  insurance  when  he  showed  her  that 
they  would  be  obhged  to  economize  in  some  ways  in  order  to  save  the 
money  for  premiums." 

The  planning  of  one's  life  insurance  makes  a  startling  change  in 
one's  thinking — ^from  vague  ideas,  that  so  often  lead  to  error  or  even 
disaster,  to  definite  ideas  of  common-sense  thinking. 

It  is  simply  a  matter  of  doing  somewhat  as  a  husband  and  wife 
would  do  if  he  were  going  on  a  long  business  trip — say,  to  Europe  or 
South  America  for  six  months.  They  would  estimate,  on  the  basis  of  their 
experience  in  paying  bills,  how  much  a  month  the  family  would  need 
while  he  was  away — so  much  for  this,  and  so  much  for  that;  and  some 
extra  money  for  emergencies.  Then  he  would  arrange  to  have  the  money 
they  would  need  put  in  his  wife's  bank  account  in  one  sum  or  by  a 
monthly  check  from  his  company. 


Working  out  a  life  insurance  program  is  a  matter  of  listing  specific 
needs  for  money — of  figuring  one's  self  the  way,  otherwise,  one's  widow 
would  have  to  figure — and  putting  it  all  down  in  black  and  white,  follow- 
ing an  outline  such  as  the  following: 

1.  Cash  Payments : 

a.  An  amount  estimated  to  be  enough  for  a  clearance  fund  to  pay 
the  cost  of  one's  last  illness  and  funeral  expenses,  outstanding 
bills,  post-mortem  tax  payments,  and  so  on. 

b.  If  they  own  their  home,  a  cash  sum  to  pay  off  the  mortgage  so 
the  family  can  have  their  home  free  and  clear. 

c.  An  emergency  fund — money  left  on  deposit  with  the  company 
at  interest  for  emergencies,  especially  for  the  cost  of  illness  over 
the  years. 

2.  A  Graduated  Monthly  Income,  say : 

a.  For  one  or  two  years  while  the  family  is  becoming  adjusted  (as 
they  must)  to  a  lower  scale  of  living — a  very  substantial  monthly 
income  to  avoid  the  shock  and  hardship  of  being  forced  sud- 
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denly  to  abandon  the  generous  way  of  living  to  which  their 
husband  and  father  had  accustomed  them. 

b.  After  one  or  two  years  when  presumably  adjustments  have  been 
made — an  adequate  monthly  income  for  simple  living  until  the 
youngest  child  is  grown,  at  least  the  necessary  minimum. 

c.  Thereafter,  if  possible,  a  monthly  income  to  the  widow  for  life, 
enough  to  enable  her  to  live  without  real  hardship,  but  if  this  is 
not  possible  at  least  enough  to  help  her  by  reducing  the  amount 
of  income  that  must  be  obtained  in  other  ways. 

d.  For  each  child  a  special  income  for  education  during  their 
college  years — to  pay  all  or  a  part  of  their  expenses. 

Though  it  should  be  obvious,  it  is  worth  noting  that,  except  for  the 
first  item,  the  clearance  fund,  all  the  provisions  in  the  above  outline  of  a 
life  insurance  program  are  identical  in  purpose  with  the  provisions  a  man 
expects  to  make  for  his  family  if  he  lives  to  a  good  age. 

As  someone  wrote,  years  ago,  in  the  old  Atlantic  Monthly,  "Life  in- 
surance is  for  living  people" — ^for  ourselves  if  we  live  to  old  age,  or,  if  we 
don't,  for  our  families  who  will  live  after  us. 

A  life  insurance  program  is  merely  a  plan  to  continue  to  provide  for 
the  necessities  of  daily  living  and  emergencies — but  usually  on  a  rather 
limited  budget,  somewhat  as  it  was  when  the  husband  and  wife  were 
newlyweds.  They  sometimes  wonder  how  they  managed  to  live  on  their 
meager  income  of  those  days — but  they  did!  And  not  unhappily. 

The  preparation  of  a  program  will  not  be  difficult  if  we  keep 
thinking  of  the  cost  of  living — stripped  of  luxuries,  with  only  the  neces- 
sities and  a  few  comforts  of  simple  living. 


In  following  chapters  we  shall  present  an  example  of  a  life  insurance 
program  in  action.  It  will  be  made  large  enough  to  demonstrate  its  pos- 
sibilities as  an  assured  plan  of  living  for  a  widow  and  her  children — 
show  how,  in  the  words  of  Calvin  Coolidge,  it  can  truly  "make  the  un- 
certain certain" — how,  as  it  were,  the  plan,  in  action,  can  project  a  man's 
personality  and  performance  beyond  the  end  of  his  life  and  how  it  is, 
for  many  of  us,  the  chief  or  only  means  of  accomplishing,  in  any  event, 
at  least  partially,  what  we  expect  to  do  if  we  live. 
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Program  of  a  Young  Family 


THIS  is  the  story,  let's  say,  of  John  and  Mary  Doe  who  married  when 
they  were  young — before  we  had  social  security — and  of  their  chil- 
dren and  their  life  insurance  and  their  life  insurance  agent. 

And  it  is  a  good  illustration  of  the  intimate  and  confidential  rela- 
tionship that  so  often  exists  between  a  life  underwriter  and  a  client  who 
has  made  his  plans  for  the  future  one  of  the  major  concerns  of  his  life. 

Mrs.  Doe  is  now  sixty  years  old.  She  has  been  a  widow  for  twenty- 
five  years. 

Twenty-five  years  ago,  as  an  executive  of  his  company,  Mr.  Doe 
was  progressing  salary-wise  and  had  acquired  a  substantial  amount  of 
life  insurance  for  which  his  agent  had  worked  out  a  suitable  program. 
His  last  medical  examination  for  insurance  was  so  satisfactory  that  the 
doctor  had  congratulated  him  and  added,  "You  ought  to  live  to  be  a 
great-grandfather. ' ' 

In  his  life  insurance  program,  Mr.  Doe  had  been  very  much  inter- 
ested in  the  statement  of  the  cash  value  or  life  income  which  he  could  re- 
ceive at  age  65,  if  he  then  needed  a  retirement  income  more  than  the  life 
insurance  protection.  There  was  every  reason,  he  felt,  to  believe  that  he 
might  live  to  a  good  age. 

Yet  now  had  happened  that  which  he  had  not  expected  but  knew 
could  happen  and  for  which  he  had  invested  in  life  insurance — "just  in 
case."  He  had  died  at  age  40  of  a  coronary  thrombosis,  when  his  wife  was 
thirty-five  years  old.  Their  son  Donald  was  ten;  and  Alice,  their  daugh- 
ter, was  five. 

Many  good  friends  stood  by  with  words  and  acts  of  love  and  sym- 
pathy. But  there  was  a  friend  who  came,  as  it  were,  as  a  messenger  from 
the  one  who  was  being  mourned.  In  fact,  this  man  was  merely  perform- 
ing a  step  in  a  series  of  services  of  his  profession.  The  first  step  had  been 
taken  some  years  before,  when  he  prepared  a  life  insurance  program  for 
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his  client  and  persuaded  him  to  adopt  it.  Now  came  the  last  step — pay- 
ment of  cash  and  income  to  Mrs.  Doe  as  provided  in  the  life  insurance 
program. 


Let  us  go  back  to  the  beginning — the  purchase  of  the  life  insurance 
poUcies  that  later  were  combined  in  developing  the  John  Doe  Program. 

Bill  Davis  and  John  were  old  friends.  They  had  first  met  when  Bill 
called  "to  see  if  Mr.  Doe  needed  any  help  with  his  life  insurance."  BiU 
had  sold  John  several  small  policies  in  the  beginning  and  larger  ones 
later  on.  It  wasn't  hard  to  sell  John,  for  a  good  part  of  his  mother's  small 
income  was  from  his  father's  life  insurance. 

But,  also.  Bill  had  sold  John  what  he  offered  as  a  "whale  of  an  idea" 
— "an  idea  for  young  couples  like  you  and  Mary."  Bill  said,  "Mainly  a 
man  saves  for  two  purposes,  one  of  which  is  sure  to  come  to  pass — for 
his  family  if  he  dies  too  soon,  or,  if  he  is  lucky,  for  his  old  age.  Old  age 
is  a  long  way  off.  But  the  other — who  knows?" 

Bill  said,  "A  young  couple  ought  to  put  nearly  all  their  savings  into 
life  insurance  until  they  have  what  they  need.  Go  on  paying  for  your 
home  and  keep  a  bit  in  a  savings  account  for  emergencies  and  put  all  the 
rest  of  the  money  you  can  save  into  life  insurance  until  you  have  a  lot, 
and  I  mean  a  lot! — Then  you  can  buy  stocks  and  bonds. 

"And  remember — your  life  insurance  is  a  good  savings  plan  for  old 
age.  Every  $1,000  of  life  insurance  (ordinary,  or  straight  life)  which  you 
buy  up  to  age  40  will  be  worth  approximately  $500  or  more  in  cash  at  age 
65. 

"Using  round  figures,  suppose  you  had  bought  all  your  life  insurance 
on  this  plan  at,  say,  age  35.  At  about  $20  per  $1,000  of  insurance,  during 
the  30  years  to  age  65,  you  would  have  paid  a  total  of  around  $600  in 
premiums  per  $1,000.  Then,  if  you  wished,  you  could  cash  your  poUcies 
for  more  than  $500  per  $1,000  of  insurance.  Your  insurance  for  the  30 
years  would  have  cost  you  less  than  $100  for  each  $1,000  of  protection. 

"If  you  had  $100,000  of  straight  life  and  kept  it  going  it  would  be 
worth  more  than  $50,000  at  age  65 — guaranteed.  In  the  meantime,  if 
you  died,  Mary  and  the  children  would  have  $100,000  to  give  them  a 
pretty  good  income.  And  they  would  need  it.  Maybe  some  day  you  can 
have  a  $100,000  life  insurance  program." 

Bill  showed  John  a  table  of  figures  to  clarify  the  advantages  of  buy- 
ing as  much  straight  life  insurance  as  possible  while  he  was  young.  The 
table  was  similar  to  the  one  below,  based  on  the  assumption  that  a  man 
buys  three  $10,000  ordinary  (straight)  life  policies  at  three  different 
ages — 25,  35,  and  45,  and  keeps  them  in  force  to  age  65,  when  he  sells 
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them  back  to  the  company  for  their  guaranteed  cash  values.  To  avoid  a 
consideration  of  dividends,  we  have  used  non-participating  rates. 

For  $10,000  Straight  Life  Policy 


Annual 

Net 

Years 

Cash 

Cost 

Policy 

Insured 

Total 

Value 

Total 

$10,000 

Taken 

to 

Annual 

Premiums 

at 

Net  Cost 

to 

at  Age 

Age  65 

Premium 

to  Age  65 

Age  65 

to  Age  65 

Age  65 

25 

40 

$131.60 

$5,264 

$5,850 

$-586* 

$-14.65* 

35 

30 

187.60 

5,628 

5,290 

338 

11.27 

45 

20 

276.80 

5,536 

4,370 

1,166 

58.30 

*  Gain. 

Comparing  the  results  at  age  65  under  the  policies  issued  at  ages  25 
and  45,  we  see  these  advantages  in  buying  at  age  25  instead  of  waiting 
to  age  45  (if  one  lives) : 

1 .  Forty  years  of  insurance  vs.  20  years ; 

2.  Annual  premiums  of  $131.60  vs.  $276.80  spread  over  40  years  in- 
stead of  20  years; 

3.  Guaranteed  cash  value  at  age  65,  $5,850  vs.  $4,370; 

4.  Annual  cost  of  insurance  per  $1,000,  a  net  gain  of  $1.46  vs.  a  cost  of 
$5.83  (or  a  savings  of  $7.29  per  $1,000  per  year  in  favor  of  the  younger 
age). 

"If  you  were  looking  back,"  said  Bill,  "at  age  65,  which  policy  do 
you  think  you  would  like  better,  the  one  bought  at  25  or  the  one  you 
took  at  45?" 

And  Bin  had  said,  "Here  is  a  good  way  to  get  started  on  a  large  pro- 
gram. You  figure  out  what  you  think  you  ought  to  have — and  it  will 
scare  you.  But  you  can  proceed  by  what  I  call  an  easy  way. 

"To  the  substantial  amount  of  straight  life  you  already  own  you 
wiU  add  the  large  balance  you  now  need  on  the  lower-premium  tem- 
porary, or  term,  insurance  plan — Hmited  to  terms  of  one  to  ten  years 
(premiums,  say,  about  $10  per  $1,000),  with  no  cash  values  (something 
like  fire  or  liability  insurance) .  This  will  give  you  a  large  amount  of  addi- 
tional protection  that  will  pay  the  same  as  permanent  insurance  if  you 
die  during  the  limited  term  period.  It  is  somewhat  like  renting  a  house 
you  will  buy  later. 

"Then  from  time  to  time,  as  you  can  save  more  money  for  pre- 
miums you  will  convert  the  temporary  insurance  to  straight  life;  and 
eventually  you  will  have  all  your  insurance  on  a  permanent  basis  with 
cash  values.  But  I  warn  you,  you  must  convert  the  temporary  to  per- 


65  PROGRAM    OF    A    YOUNG    FAMILY 

manent  insurance  as  soon  as  you  can.  If  you  allow  it  to  run  out,  you  might 
not  be  able  to  get  more  insurance  later  on. 

"And  remember — though  the  term  insurance  premium  rates  are  low 
at  the  younger  ages  for  short  periods  of  time^  they  are  high  at  older 
ages.  The  best  buy  for  the  long  run  is  straight  life.  You  should  convert 
the  temporary  insurance  to  straight  life  as  soon  as  you  can  do  it. 

"Another  reason  for  converting  as  soon  as  possible  is  to  save  on  the 
premiums  of  your  permanent  insurance.  The  sooner  you  convert,  the 
lower  the  permanent  rate  will  be." 

John  had  "bought"  the  idea  and  "sold"  it  to  Mary.  They  had  built 
up  a  well-balanced  life  insurance  program  for  cash  payments  and  monthly 
income.  Gradually  John  had  converted  most  of  the  temporary  insurance 
to  straight  life.  But  he  had  died  while  one  of  his  temporary  policies  was 
still  in  force. 

And  now  Bill  had  come  to  bring  some  checks  to  Mary. 
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THERE  were  three  checks — $15,000,  $5,000  and  $600.  Bill  explained 
that  the  $15,000  check  was  to  provide  cash  for  settling  the  estate.  He 
said,  "The  $5,000  is  from  John's  mortgage  policy." 

"I  know,"  said  Mary.  "But  the  mortgage  was  paid  off  last  year." 

"Fine!  Then  you  can  keep  that  $5,000  for  sickness  and  other  emer- 
gencies. I  suggest  that  you  return  the  checks  for  $15,000  and  $5,000  to 
the  company  with  a  note  requesting  them  to  hold  the  money  on  deposit 
at  interest,  subject  to  withdrawal  by  you  as  you  need  it. 

"Now  this  $600  check,  though  it  is  the  smallest,  is  in  a  way  the  most 
important,  as  it  is  the  beginning  of  an  income  you  will  receive  every 
month  as  long  as  you  live. 

"Your  income  plan  is  built  partly  around  the  ages  of  the  children. 
As  you  will  need  more  income  until  they  are  grown  and  self-supporting 
than  you  will  require  afterwards  for  yourself  alone,  your  income  will  be 
larger  until  Ahce  is  22  than  it  will  be  later.  The  plan  is  explained  in  the 
memorandum  John  left  with  his  policies.  Let's  read  it." 

The  memorandum  was  really  a  long  letter  from  John  to  Mary,  such 
as  many  men  leave  with  their  wills  or  life  insurance  policies.  After  a 
paragraph  of  affectionate  references  to  their  life  together  and  the  pleasure 
they  had  had  with  their  children,  Mary  read  the  following: 

"We  have  not  yet  lived  long  enough  to  accumulate  much  property 
in  addition  to  our  life  insurance  and  the  equity  in  our  home.  I  feel  we 
have  been  wise  to  make  our  chief  investment  in  life  insurance;  for  it  pro- 
tects you  and  the  children  and  at  the  same  time  we  are  saving  money  for 
our  old  age. 

"A  man's  chief  reason  for  trying  to  accumulate  a  fortune,  at  least  a 
Httle  one,  in  stocks  and  bonds  or  real  estate,  is  to  make  the  future  safe 
primarily  for  his  family — but  also,  if  he  lives,  for  his  retirement.  As  a 
matter  of  fact,  it  doesn't  take  much  for  a  man  to  be  comfortable  alone.  It 
is  always  his  family  he  is  thinking  of.  Without  life  insurance,  if  he  dies 
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while  he  is  young,  his  family  will  have  only  what  stocks  and  bonds  and 
real  estate  he  had  acquired  up  to  his  death,  usually  not  more  than  a  few 
thousand  dollars. 

"But  life  insurance  is  different.  We  might  say  that  in  event  of  death 
life  insurance  can  be  made  to  pay  as  much  as  a  man  might  have  expected 
to  accumulate  from  his  savings  if  he  had  lived  to  old  age. 

"Here  is  an  outline  of  our  life  insurance  program  showing  how  pay- 
ments are  to  be  made  to  you  and  Alice  and  Donald. 

"Fifteen  thousand  dollars  to  settle  my  estate  and  $5,000  for  the 
mortgage  (if  it  is  still  outstanding)  will  be  paid  to  you  in  cash. 

"The  most  important  part  of  our  program  is  the  monthly  income  for 
your  Uving  expenses.  The  plan  is  not  complicated  but  since  it  will  mean  so 
much  to  you,  I  want  you  to  understand  it.  I'll  explain  it  as  simply  as  I  can. 

"You  will  have  more  income  the  first  year  than  thereafter,  so  as  to 
give  you  a  year  to  'turn  around' — that  is,  a  year  during  which  you  and 
the  children  can  prepare  yourselves  to  live  on  a  much  smaller  income  than 
you  have  been  used  to — and  this  will  not  be  easy.  The  amount  of  income 
from  certain  policies  will  depend  on  your  age  at  my  death.  The  older  you 
are  (when  I  die)  the  larger  this  income  would  be. 

"And  your  income  is  planned  so  that  if  I  die  while  the  children  are 
young  you  will  have  a  larger  income  until  they  are  grown  than  you  will 
have  later.  If  I  die  before  Alice  is  22,  your  income  will  be  larger  until  she 
is  22*  than  it  will  be  thereafter.  (When  Alice  is  22,  Donald  will  be  a  man 
on  his  own. ) 

"Bill  prepared  two  tables  showing  the  monthly  income  you  will  re- 
ceive (a)  if  I  die  before  Alice  is  22  and  (b)  if  I  die  after  Alice  is  22, 
which  I  can  summarize  as  follows : 

a.  If  I  die  before  Alice  is  22,  you  will  have  $600  a  month  the  first  year; 
then  a  minimum  of  $400  a  month  till  Alice  is  22;  and  thereafter  a 
minimum  of  $1 85  a  month  as  long  as  you  live. 

b.  If  I  die  after  Alice  is  22,  you  will  receive  an  income  of  $500  a  month 
the  first  year,  and  then  a  minimum  of  $300  a  month  as  long  as  you  live. 

Also,  if  I  die  before  the  children  enter  college,  you  will  receive  in- 
terest on  $12,000,  on  deposit  with  the  company  for  their  education 
($6,000  for  Donald  and  $6,000  for  Alice) . 

And  there  will  be  interest  to  you  from  another  policy  of  $10,000  for 
Alice  left  on  deposit  and  payable  to  her  at  her  discretion  at  any  time  after 
her  22nd  birthday. 

"I  wish  I  could  have  done  more  for  you  and  the  children.  But  I 

*  Program  included  ordinary  life  and  term  policies  totaling  $91,300  and  a  $20,000 
ordinary  life  policy  with  a  20-year  family  income  rider  issued  when  Alice  was  two 
years  old. 
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couldn't  have  done  this  much  without  your  constant  help  in  saving  the 
money  for  our  life  insurance  premiums.  I  am  sure  there  are  many  women 
who  have  lived  to  regret  that  they  and  their  husbands  had  not  cooperated 
on  their  life  insurance  (as  you  and  I  have  done) ." 

Bill  helped  Mrs.  Doe  to  prepare  a  letter  returning  the  checks  for 
$15,000  and  $5,000  and  requesting  the  company  to  hold  the  money  on 
deposit  at  interest,  subject  to  withdrawal  by  her. 

The  income  check  for  $600  she  deposited  in  her  bank  account. 

As  money  was  needed  to  settle  John's  estate  and  from  time  to  time 
over  the  years  to  pay  bills  for  emergency  expenses,  mostly  for  sickness, 
Mrs.  Doe  drew  on  her  life  insurance  deposit  fund. 

Month  after  month,  year  after  year,  for  25  years,  income  checks 
have  been  delivered  to  her  by  the  postman,  usually  on  the  same  date  of  the 
month.  All  she  has  had  to  do  was  to  deposit  the  checks  in  her  bank  ac- 
count. 

Unlike  many  widows,  she  was  never  obliged  to  spend  any  time  con- 
sidering investments.  The  stock  market  never  gave  her  any  worry.  The 
passing  of  dividends  caused  her  no  embarrassment.  Even  in  times  of  de- 
pression she  received  the  same  guaranteed  income  as  when  times  were 
good.  She  had  no  rents  to  collect  from  tenants,  no  concern  as  to  whether 
they  would  pay  promptly,  no  bother  about  repairs  and  improvements. 

As  when  her  husband  was  living,  she  was  free  to  give  her  time  and 
thought  to  homemaking  and  to  her  children — which,  certainly,  was  a 
full-time  job.  When  Donald  was  18,  the  first  semi-annual  payment  for 
his  college  tuition,  room  and  board  was  made  from  his  $6,000  educa- 
tional fund  on  which  for  eight  years  3  per  cent  interest  had  been  paid  to 
his  mother.  Likewise  when  Alice  was  ready  for  college,  at  18,  she  re- 
ceived payment  for  the  expenses  of  her  first  term  from  her  fund  of  $6,000 
on  which  her  mother  had  been  receiving  interest  for  13  years.  They  both 
completed  their  college  course. 

So  now  was  realized  the  plan  their  father  had  made  for  them  when 
they  were  young  children — assuring  money  for  their  education  in  case 
he  was  not  able  to  see  them  through  college  during  his  lifetime. 

The  agent  has  passed  away.  Mrs.  Doe  is  60  years  old,  still  receiving 
the  guaranteed  life  income  from  her  husband's  life  insurance,  which  will 
continue  as  long  as  she  lives,  plus  interest  on  any  of  the  amount  remaining 
from  the  $20,000  returned  to  the  company  to  be  held  on  deposit  at  inter- 
est. Donald  is  35  and  Alice  is  30.  Both  of  them  are  married  and  both  have 
children. 

Alice  is  living  in  the  house  she  and  her  husband  had  bought  with  a 
down  payment  of  $10,000.  It  was  the  money  from  the  special  policy  her 
father  had  taken  for  her  benefit  when  she  was  a  little  girl.  For  eighteen  or 
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nineteen  years  it  had  been  on  deposit  with  the  company  at  interest  pay- 
able to  her  mother.  AUce  sometimes  refers  to  her  home  as  "the  house  my 
father  helped  us  to  buy." 

The  above  illustrative  case  is  typical  as  to  family  situation  and 
financial  status  of  many  thousands  of  American  and  Canadian  families. 
The  death  of  the  young  executive  from  a  heart  attack  at  age  40  is  by  no 
means  uncommon.  His  acceptance  of  life  insurance  as  his  primary  in- 
vestment for  future  security  for  himself  as  well  as  for  his  family  is  not 
unusual. 

The  provisions  of  the  life  insurance  program,  too,  are  typical. 
Amounts  of  cash  and  income  vary,  of  course,  according  to  individual  re- 
quirements and  financial  situation.  Some  of  us  are  able  to  do  more;  some, 
less. 

Many  of  us  may  even  be  Umited  to  providing  income  on  a  "minimum 
basis,"  i.e.,  the  least  it  is  estimated  the  family  could  manage  on. 

But  the  program  can  usually  be  planned  in  such  a  way  that  together 
with  social  security  it  will  supply  the  essentials  of  living  at  least  until  the 
children  have  finished  high  school  or  college  and  are  able  to  help  their 
mother  whose  time  the  life  insurance  program  kept  free  for  her  children 
when  they  needed  it  more  than  anything  else. 
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American  Agency  System— Family 

Cooperation— Two  Families' 

Financial  Training  Plans 


THE  history  of  life  insurance  is  the  story  of  a  development  in  family 
economics  that  had  its  inception  in  England  and  reached  its  greatest 
growth  in  the  United  States  and  Canada.  Begun  as  insurance  on  the  Uves 
of  men  who  needed  financial  protection  for  their  famihes  (and  creditors) , 
life  insurance  is  now  also  a  family  institution  in  the  sense  that  its  policies 
are  owned  not  only  by  miUions  of  husbands  but  also  by  millions  of  wives 
and  children. 

More  than  a  century  ago,  with  the  burgeoning  of  so  many  new  ideas, 
inventions  and  promotions  in  the  New  World  came  a  new  idea  in  life 
insurance — the  Agency  System. 

In  the  old  countries  life  insurance  was  generally  sold  over  the 
counter  to  men  who  bought  policies  on  their  own  initiative.  So,  human 
nature  being  as  it  is,  with  a  tendency  to  postpone  action  in  providing  for 
the  future  (by  wiQs  and  trusts  and  assurances  of  old  age  income  and  life 
insurance)  relatively  only  a  few  men  had  protected  their  families  with 
life  insurance. 

The  new  American  idea  was  that  since  relatively  few  men  will  insure 
on  their  own  initiative,  companies  should  appoint  agents  to  call  on  hus- 
bands and  fathers  and  remind  them  that  life  is  uncertain,  delays  are 
dangerous,  and  they  should  buy  life  insurance  now  while  they  are  young 
and  in  good  health  and  insurable. 

The  astonishing  growth  of  life  insurance  in  the  New  World  has 
been  due  to  the  zeal  with  which  the  agency  system  was  promoted  until, 
like  other  professional  vocations,  life  underwriting  became  a  profession  of 
counseling  clients  according  to  their  needs  and  inducing  them  to  take  ap- 
propriate action. 
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The  American  life  insurance  agency  system  has  been  adopted 
throughout  the  world.  From  Europe  to  Japan,  life  insurance  companies 
send  their  officers  to  the  United  States  and  Canada  to  study  the  American 
agency  system. 

Today  with  only  a  small  fraction  of  the  world's  population  the  people 
of  the  United  States  and  Canada  own  more  life  insurance  than  the  in- 
habitants of  all  other  countries. 


Voltaire  is  quoted  by  Charles  and  Mary  Beard,  in  the  introduction  to 
their  Rise  of  American  Civilization,  as  saying  he  wished  to  write  a  history 
"not  of  wars  but  of  society;  and  to  ascertain  how  people  lived  in  the 
interior  of  their  families."  Perhaps  he  meant  to  suggest  that  family  life 
is  the  seed  of  a  national  life,  as  a  nation  of  thrifty  families  is  a  thrifty 
nation.  In  the  chapter  on  "The  Growth  of  Power"  in  the  young  colonies 
of  North  America,  great  emphasis  is  laid  on  family  cooperation  as  one  of 
the  main  factors  in  the  success  of  the  English  as  colonizers. 

The  Spaniards  came  to  Mexico  and  Peru  with  armed  forces.  But  the 
English  settlers  brought  no  invading  armies.  Instead,  with  the  encourage- 
ment of  the  colonizing  companies  and  the  sanction  of  government,  and 
special  rewards  of  land  grants,  English  husbands  brought  their  wives 
and  children;  and  English  maidens  came  out  to  take  their  pick  of  many 
offers  of  marriage  in  the  great  surplus  of  bachelors. 

The  pioneer  English  men  and  women  shared  equally  in  the  adven- 
tures and  adversities,  the  toil  and  privation,  as  well  as  the  freedom  and 
opportunities,  of  life  in  the  wilderness  of  the  New  World.  They  raised 
large  families.  The  Beards  wrote  that  "a  wife  and  children  were  economic 
assets,  not  a  drain  on  the  husband's  purse."  (our  italics) 


Somewhere  we  have  read  that  every  family  is,  as  it  were,  or  should 
be,  "a  little  business  association  organized  and  operated  for  the  benefit  of 
all  its  members."  And  that,  accordingly,  each  member  of  the  group  should 
be  assigned  to  do  his  or  her  part  to  promote  the  prosperity  of  the  "close 
corporation."  We  have  known  a  good  many  families  who  seemed  to  fit 
this  description  very  well  and  many  who  did  not. 

No  doubt,  the  happiest  families  are  those  whose  family  life  has  been 
animated  by  a  spirit  of  mutual  cooperation  for  the  common  good,  in- 
cluding a  desire  on  the  part  of  each  one  to  do  his  or  her  part  to  help  in 
assuring  their  financial  future;  not,  as  in  too  many  families,  leaving  to 
the  breadwinner  alone,  the  entire  responsibility  of  planning  and  pro- 
viding and  economizing  and  saving. 
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No  doubt  the  average  American  or  Canadian  farm  has  been  our 
best  example  of  cooperative  family  life.  But  we  have  known  many  city 
families  in  which  the  mothers  and  fathers,  and  the  boys  and  girls  under 
the  parents'  leadership,  all  took  a  keen  interest  in  the  common  good. 

What  has  all  this  to  do  with  life  insurance?  There  are  thrifty  and 
spendthrift  families.  Life  insurance  is  a  notable  form  of  thrift,  unique  in 
that  it  enables  a  young  couple  to  start  their  married  life  with  the  as- 
surance of  a  future  competence  for  the  family  whether  the  breadwinner 
lives  to  old  age  or  dies  prematurely;  and  unique  as  a  plan  for  inculcating 
in  their  young  children  the  principles  of  thrift  and  of  foresight  in  pro- 
viding for  certain  inevitable  future  contingencies  of  family  life. 


We  should  like  to  tell  you  the  rather  long  story  of  two  New  York 
families  as  related  to  us  and  written  in  one  of  our  life  insurance  notebooks 
a  good  many  years  ago. 

In  every  home  there  are  housekeeping  and  yard  chores  which  can 
very  well  be  performed  by  young  children.  These  two  families  were  so 
organized  that  even  the  youngest  child  had  a  few  assigned  home  chores, 
such  as  picking  up  scraps  for  the  waste  baskets,  in  the  house  and  out- 
doors. 

One  father  said,  "We  really  have  a  lot  of  fun  pretending  that  our 
family  is  a  little  business  organization."  He  was  the  president.  His  wife 
was  the  vice  president.  The  other  "stockholders"  were  the  five  children. 
Each  stockholder  had  certain  jobs  to  do  and  each  job  had  a  price  tag. 

The  president  said,  "The  most  fun  we  had  was  on  Saturday  nights 
after  the  evening  meal."  When  the  dishes  had  been  washed  and  put 
away,  the  family  gathered  around  the  dining-room  table  for  the  weekly 
stockholders'  meeting. 

Lying  in  the  center  of  the  table  was  a  bulging  white  cotton  bag  from 
the  bank.  It  was  the  cynosure  of  all  eyes.  The  children  knew  what  was  in 
the  bag — nickels.  They  were  about  to  be  paid  off  for  their  week's  work. 
(How  much  more  exciting  was  a  batch  of  twenty  nickels  than  a  dollar 
bill!) 

Father:  The  meeting  will  now  come  to  order.  The  vice  president  will 
read  the  minutes  of  the  last  meeting.  (Mother  reads  briefly  from  a  type- 
written sheet  in  a  loose-leaf  book  with  special  emphasis  on  the  quality 
of  work  done  by  each  stockholder  and  the  number  of  nickels  he  or  she  had 
received,  or  on  any  neglect  of  duty. ) 

Father:  If  there  is  no  objection,  the  minutes  are  approved.  The  vice 
president  will  now  read  the  name  of  each  member  of  the  firm  and  his  or 
her  record  of  work  for  the  past  week  with  any  appropriate  remarks  as  to 
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work  especially  well  done  or  failure  on  the  part  of  any  one  to  do  his  or  her 
duty. 

(Father  now  opens  the  money  bag  and  with  a  great  show-and-clatter 
pours  the  nickels  out  onto  the  table  cloth. ) 

Mother:  (Reads  the  name  of  the  youngest  child. ) 

Father:  Johnny  has  earned  ten  nickels.  (Johnny  steps  forward  and 
cups  his  two  little  hands  into  which  Father  pours  his  ten  nickels. ) 

Mother:  (Reads  the  rest  of  the  payroll — in  the  ascending  order  of 
the  children's  ages,  the  eldest  coming  last,  and  their  records  and  the 
number  of  nickels  they  have  earned.  Father  makes  the  payments. ) 

Finally,  when  all  payments  have  been  made.  Father  makes  a  little 
speech,  then  asks  if  anyone  has  anything  to  say.  Then  the  meeting  is 
adjourned  and  the  children  hurry  away  to  stash  their  nickels  in  a  safe 
place. 

Thus  in  this  family  the  little  twigs  were  being  properly  bent. 


In  the  other  family,  which  had  a  somewhat  similar  but  less  colorful 
plan  for  making  weekly  payments  to  the  children,  there  were  definite 
rules  for  spending  and  saving. 

Each  child  was  required  to  set  aside  10  per  cent  of  earnings  for  the 
church  or  charity — minimum,  a  nickel.  Of  the  balance,  a  half  was 
spending  money;  the  other  half  was  put  in  the  savings  bank. 

"Each  child,"  the  father  said,  "has  a  bank  book  inscribed  with  his  or 
her  name.  They  are  proud  of  their  bank  books. 

"Also,  each  child  has  a  life  insurance  policy.  We  want  them  to  grow 
up  feeling,  as  we  do,  that  life  insurance  is  an  indispensable  financial  plan 
for  life.  I  pay  their  premiums,  but  as  soon  as  the  children  are  able  they 
must  pay  one-half  of  the  premium.  When  they  can  pay  the  entire  pre- 
mium, I  will  turn  the  responsibility  over  to  them. 

"They  like  seeing  their  names  printed  on  the  first  page  of  the  pohcy. 
Once  in  a  while  I  talk  to  the  children,  'in  words  of  one  syllable,'  about 
their  life  insurance.  At  one  session  I  explain  the  cash  and  loan  values  of 
their  policies.  At  other  meetings  I  explain  other  provisions  of  their 
policies,  but  never  more  than  one  idea  at  one  meeting.  I  tell  them  why 
their  mother  and  I  own  life  insurance  to  protect  them  and  their  mother. 
And  what  my  life  insurance  will  mean  to  me  and  their  mother  when  we 
get  to  be  as  old  as  their  grandparents  are,  and  I  shall  have  to  retire  as 
one  of  their  grandfathers  has  already  done;  and  how  our  life  insurance 
will  pay  us  an  income  to  take  the  place  of  the  income  I  earned  while  I 
was  working. 

"And  I  remind  them  that  it  won't  be  so  many  years  until  they  will  be 
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grown  men  and  women  and  have  families  of  their  own  to  protect  with  life 
insurance;  and  that  some  day  they  may  be  old  people  like  their  grand- 
parents and  be  glad  they  had  their  life  insurance  to  pay  them  an  old-age 
income. 

"Also,  I  suggest  that  some  day  they  will  no  doubt  own  large  amounts 
of  life  insurance,  possibly  $50,000  or  more.  But  of  all  the  policies  they 
may  ever  own  they  will  always  like  best  the  policies  they  now  have  which 
will  cost  the  least  and  be  worth  the  most  in  their  old  age. 

"Some  of  our  friends,"  he  said,  "don't  approve  of  our  little  plan. 
They  think  it  is  too  adultish  for  young  children  and  that  we  shall  make 
little  old  men  and  women  of  our  children  instead  of  letting  them  be 
happy  little  boys  and  girls  having  fun. 

"But,"  he  said,  "this  serious  business  (which  our  children  seem  to 
enjoy)  comes  only  once  a  week.  The  rest  of  the  week  it  is  never  referred 
to  unless  one  of  the  children  speaks  of  it,  as  occasionally  they  do,  perhaps 
to  help  them  see  how  they  stand  in  their  savings  account. 

"Except  for  this  one  hour  or  so  each  week,  our  children  can  have  fun 
all  week  just  as  other  children  do;  but  I  believe  they  enjoy  their  spending 
money  all  the  more  because  they  are  learning  the  value  of  money  by 
earning  it  and  saving." 

We  must  tell  an  amusing  tale  of  a  little  boy  we  knew  a  long  time  ago 
who  is  now  the  president  of  a  great  corporation.  Evidently,  in  his  home 
he  had  been  well  schooled  in  lessons  of  thrift.  When  he  had  a  nickel  to 
spend  at  the  corner  drug  store,  he  would  for  a  time  drool  over  the  candy 
counter  and  then,  exercising  extraordinary  self-control,  would  say  to  the 
clerk,  "Mister,  will  you  please  give  me  a  nickel's  worth  of  pennies." 

Nowadays  there  are  thousands  of  families  all  of  whom  own  life 
insurance.  Some  life  underwriters  specialize  in  insurance  for  entire 
families.  One  of  the  most  recent  developments  in  life  insurance  is  the 
"family  policy,"  insuring  every  member  of  the  family  under  one  contract. 

However,  as  a  means  of  interesting  children  in  life  insurance  as  a 
financial  life-plan,  the  separate  policy  with  the  child's  name  as  owner 
would  seem  to  be  more  effective. 

More  than  once,  we  have  suggested  that  husbands  should  take  their 
wives  into  their  confidence  in  regard  to  all  their  financial  plans,  their 
wills  or  trust  agreements  and  all  their  investments,  including  life  in- 
surance and  their  obhgations. 

How  otherwise  can  it  be  expected  that  the  wife,  in  event  of  her  hus- 
band's serious  illness  or  death,  will  know  what  must  be  done  in  money 
matters  for  which  she  is  now  responsible. 

Certainly,  and  especially  if  they  are  parents,  husbands  and  wives 
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should  have  long  talks  together  about  their  life  insurance,  which  for  most 
families  is  their  major  provision  for  the  future — about  their  specific 
needs  for  life  insurance,  how  much  cash  and  income  would  be  required, 
at  least  the  minimum,  and  perhaps,  about  how  they  can  save  the  money 
needed  for  premium  payments. 

And,  unless  they  are  wealthy  or  at  least  very  well  off,  they  should  by 
all  means  consider  the  advisability  of  adopting  life  insurance  as  their 
major  investment  plan,  instead  of  first  buying  stocks  and  bonds  or  in- 
vestment trust  shares — for  two  reasons:  (1)  They  will  not  be  able  to 
own  as  much  life  insurance  as  they  know  they  need  if  they  divide  their 
savings  into  a  fund  for  life  insurance  premiums  and  a  fund  for  other  in- 
vestments, and  (2)  in  the  long  run  the  cash  values  of  straight  life  policies, 
as  an  investment,  will  be  as  profitable  as  the  return  on  other  conserva- 
tive investments. 
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Term  Insurance  vs.  Straight  Life 


IT  was  stated  that  John  Doe,  in  enlarging  his  life  insurance  program,  had 
bought  a  considerable  amount  of  convertible  term  insurance  which 
he  had  gradually  converted  to  ordinary  life  (straight  life),  with  the  ex- 
ception of  one  term  policy  that  was  still  in  force  at  the  time  of  his  death. 

"Why,"  someone  might  ask,  "did  he  buy  convertible  term  insurance 
which  he  had  to  change  to  straight  life  in  order  to  be  permanently  insured? 

"Since  term  insurance  premiums,  especially  at  the  younger  ages,  are 
lower  than  the  ordinary  life  rates,  wouldn't  it  have  been  'cheaper'  to  use 
term  insurance  permanently  than  to  change  to  straight  life?" 

There  is  a  good  deal  of  misunderstanding  in  regard  to  term  insur- 
ance. Term  insurance  has  advantageous  uses  for  limited  periods;  e.g.,  to 
pay  off  a  mortgage  if  the  policyowner  dies  during  the  term  of  the 
mortgage.  Or  to  get  started  on  a  substantial  program  by  using  convertible 
term  insurance  and  arranging  to  change  gradually  to  straight  life  within 
a  specified  number  of  years. 

Usually,  however,  life  insurance  is  bought  with  a  view  to  long- 
range  family  protection  and  personal  income  for  retirement.  As  "perma- 
nent" insurance,  term  policies  are  not  a  good  buy.  In  the  long  run  they 
are  much  more  costly  than  straight  life,  as  this  simple  illustration  will 
show: 

Each  of  two  men,  both  aged  35,  buys  $10,000  of  nonparticipating 
life  insurance  in  a  certain  company.  One  takes  "term-to-age  65."  The 
other  buys  a  straight  life  policy.  The  annual  premium  for  the  term  policy 
is  $120.20.  The  ordinary  life  annual  premium  is  $196.50.  Both  men  keep 
their  poHcies  in  force  to  age  65,  when  they  retire.  At  age  65,  the  term 
policy  expired.  It  had  no  cash  value.  The  ordinary  life  policy  is  still  in 
force;  it  has  a  guaranteed  cash  value  (at  age  65)  of  $5,290. 

Compare: 

During  the  30  years  from  age  35  to  65,  one  policyowner  had  paid, 
for  his  term  policy,  $120.20  annually,  or  a  total  of  $3,606. 


77  TERM    INSURANCE    VS.    STRAIGHT    LIFE 

The  total  of  ordinary  life  premiums  for  the  30  years  was  $5,895. 
But  at  age  65,  this  policy  had  a  guaranteed  cash  value  of  $5,290.  The 
difference  of  $605  represented  the  total  net  cost  of  the  straight  life 
policy  term  insurance  cost,  $3,606. 

Compare  the  annual  cost  per  $1,000  of  insurance  on  the  two  plans 
over  the  30-year  period: 

Total  cost  for  $10,000  of  insurance:  term,  $3,606;  ordinary  life, 
$605. 

Annual  cost  of  $10,000  policy:  term,  $3,606  -f-  30  m  $120.20; 
ordinary  life,  $605  -^  30  =i:  $20.17. 

Annual  cost  per  $1,000  of  insurance:  term,  $12.02;  ordinary  life, 
$2.02. 

Best  of  all,  for  the  straight  life  policyowner,  he  had  $5,290  available 
in  cash,  at  age  65,  to  add  to  his  retirement  funds.  The  difference  between 
the  annual  premiums  of  $120.20  and  $196.50  was  $76.30.  As  a  reward 
for  saving  $76.30  annually  in  order  to  pay  the  ordinary  life  rate  instead 
of  the  term  insurance  rate,  he  had  accumulated  more  than  $5,000. 
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Life  Insurance  Guaranteed  Values 


IN  the  preceding  chapters,  reference  has  been  made  to  guaranteed  life 
insurance  payments — guaranteed  incomes  and  guaranteed  cash 
values. 

These  guarantees  to  policyowners  and  beneficiaries  are  assured 
( 1 )  by  the  scientific  principles  on  which  life  insurance  calculations  are 
based;  (2)  by  the  application  of  the  law  of  averages  in  investing  as  well 
as  in  estimating  rates  of  mortality;  (3)  by  the  conservative  methods  pre- 
scribed in  the  insurance  laws  of  the  various  states;  and  (4)  by  the  super- 
visory "police"  powers  of  the  State  Insurance  Departments. 

Proof  of  the  validity  of  these  guarantees  is  the  experience  of  life  in- 
surance companies  in  fulfilling  their  contract  pledges  to  policyowners  and 
their  beneficiaries  for  more  than  a  hundred  years. 

An  interesting  operation  in  certain  factories  is  the  tensile,  bending, 
and  breaking  test  of  metals  to  be  used  in  making  a  product  that  may  be 
subject  to  severe  stress  and  strain.  Metals  must  be  strong  enough  to 
stand  up  under  conditions  more  demanding  than  are  expected  in  actual 
use. 

A  convincing  test  of  an  automobile,  or  a  man's  courage,  or  a  financial 
institution,  under  conditions  of  extraordinary  stress  might  be:  a  trip  on  a 
rugged  road  over  a  steep  mountain  range  for  the  auto;  the  man's  conduct, 
say,  in  a  perilous  flash  flood  or  fire;  the  ability  of  a  bank  or  a  life  insurance 
company  to  fulfill  its  obhgations  during  a  period  of  general  financial  dis- 
aster. 

The  most  crucial  tests,  in  my  time,  to  which  the  life  insurance  com- 
panies have  been  subjected  were  ( 1 )  the  world-wide  influenza  epidemic  of 
1918,  with  more  than  20  miUion  deaths  in  all  countries  and  nearly  a  mil- 
lion deaths  in  the  United  States  alone  when  life  insurance  death  claims 
greatly  exceeded  expected  claims;  and  (2)  the  Great  Depression  of  the 
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1930's  during  which  the  market  values  of  good  investments  shrank  to 
small  fractions  of  their  real  worth. 

The  Great  Depression  of  the  1930's  was  an  extraordinary  test  of 
the  strength  of  life  insurance.  When  securities  generally  were  selling  at 
disaster  levels,  life  insurance,  with  only  a  few  minor  exceptions,  paid 
out,  between  1930  and  1935  inclusive,  (in  death  and  disability  claims, 
cash  and  loan  values  and  dividends)  about  $12  billion — 100  cents  on  the 
dollar — in  those  days  a  very  substantial  sum.  This  experience,  more  than 
any  other  in  which  life  insurance  has  been  tested,  proved  the  soundness  of 
the  foundations  on  which  it  had  been  built. 

A  life  insurance  company's  income  is  derived  from  two  sources :  ( 1 ) 
the  payment  of  premiums,  and  (2)  the  interest  on  its  investments. 

The  continuity  of  the  life  insurance  companies'  income,  in  the  midst 
of  the  general  failure  of  values  in  the  1930's,  was  due  to  two  facts:  ( 1 )  In 
order  to  hold  on  to  their  life  insurance,  which  for  so  many  families  was 
the  only  unimpaired  asset  they  had  left,  the  vast  majority  of  policyowners 
continued  to  pay  their  premiums  even  if  they  had  to  borrow  on  their  cash 
values.  (2)  The  life  insurance  companies'  investment  income  was  from 
high-grade  securities  prescribed  by  law.  The  income  from  most  of  these 
investments  was  paid  during  the  depression  without  interruption. 

The  long  record  of  payments,  as  guaranteed  by  the  "old  Une"  legal 
reserve  life  insurance  companies,  is  a  fact  of  experience  that  is  reassuring 
to  beneficiaries  and  policyowners  and  to  life  underwriters  as  they  recom- 
mend life  insurance  to  their  clients  as  a  bulwark  of  safety. 

We  recall,  in  the  Great  Depression,  hearing  an  ofiBcer  of  a  stock 
brokerage  firm  say  to  a  life  underwriter,  "I  envy  you.  Your  clients  are 
much  happier  than  mine." 

As  stated  in  another  chapter,  in  that  devastating  financial  debacle 
of  the  1930's,  (when,  for  a  time,  all  the  banks  were  closed  by  an  order  of 
the  Federal  Government  and  we  couldn't  cash  checks  on  our  own  ac- 
counts), life  insurance  receiverships  represented  only  about  2  per  cent  of 
total  assets;  and,  on  recovery  of  the  economy,  the  total  net  loss  was 
"only  a  fraction  of  1  per  cent  of  total  assets."* 

Those  of  us  who  were  engaged  in  life  insurance  during  the  dark  days 
of  that  period  can  recall  the  unprecedented  demand  on  the  life  insurance 
companies  for  cash  and  loan  values  by  policyowners  in  dire  need  who 
couldn't  borrow  money  from  other  sources  and  could  sell  their  securities 
or  real  estate  only  for  much  less  than  they  were  worth  (American  Tel.  & 
Tel.  sold  as  low  as  69  or  70 — down  from  a  high  of  $310  in  1929). 

*  See  How  Life  Insurance  Can  Serve  You,  by  M.  Albert  Linton.  Harper  &  Brothers, 
1958. 
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We  recall  a  previous  panic  of  many  years  ago,  christened  the  "Wall 
Street  Panic."  During  that  summer,  the  writer  was  in  the  Midwest  on  busi- 
ness and  for  travel  expenses  had  deposited  in  a  bank  in  Iowa  a  cashier's 
check  on  an  eastern  bank. 

New  York  banks  were  withdrawing  their  large  deposits  from  the 
western  banks.  Many  western  banks,  in  order  to  hoard  their  dwindling 
cash  reserves  and  prevent  a  panicky  run  by  their  depositors,  suspended 
for  a  time  all  cash  payments.  Instead  of  cash,  they  paid  their  depositors  in 
"scrip" — I.O.U.'s  printed  on  small  sHps  of  paper.  The  lowest  denomina- 
tion in  scrip  was  $5.  Below  $5  you  were  paid  in  silver  dollars  and  small 
change.  A  bank  teller  cashed  your  check  for  $25  by  giving  you  five  $5 
scrip  notes.  Scrip  circulated  as  money  locally. 

One  day,  to  obtam  some  real  money  for  a  trip  to  another  city,  the 
writer  cashed  10  of  these  $5  scrip  notes  by  going  to  10  different  stores,  at 
each  of  which  he  bought  two  10-cent  cigars,  laying  down  a  $5  I.O.U. 
At  each  store,  he  received  $4.80  in  silver.  At  the  end  of  his  pilgrimage 
he  had  20  cigars — and  40  silver  dollars,  10  fifty-cent  pieces,  and  30 
dimes,  weighing  a  few  pounds  (in  those  days  in  the  West  you  rarely  saw 
any  dollar  bills). 

But  all  that  maneuvering  to  get  a  bit  of  cash  was,  relatively,  a  small 
inconvenience.  The  first  week  of  the  banks'  embargo  on  cash  payments 
the  workmen  in  a  large  factory,  suspicious  of  those  funny  little  scraps  of 
paper,  with  a  threat  of  strike  demanded  wage  payments  in  real  money. 
The  company  being  unable  to  obtain  a  bank  loan  and  its  bank  accounts 
being  inaccessible,  the  ofi&cers  raised  the  money  by  telegraph,  borrowing 
on  their  personal  life  insurance  policies  and  receiving  the  needed  cash  by 
railway  express  from  a  life  insurance  company  in  New  York,  where  the 
"Wall  Street  Panic"  had  its  headquarters. 

On  December  31,  1960,  there  were  1,455  life  insurance  companies 
in  the  United  States  and  58  more  in  Canada.  Twenty  (in  the  U.S.)  have 
been  in  business  more  than  100  years.  Others  are  nearing  the  century 
mark  or  were  organized  many  years  ago.  More  than  800  companies  have 
been  organized  in  the  last  ten  years  (1951-19  60). 

The  older  companies  can  look  back  over  a  long  period  of  successful 
performance.  A  new  company  can,  of  course,  look  only  to  the  future. 

Life  insurance  companies  are  supervised,  under  the  insurance  laws 
of  their  respective  states,  by  the  insurance  department,  whose  head  is 
the  commissioner  (or  superintendent)  of  insurance.  If  a  company  runs  into 
serious  trouble,  it  will  be  taken  over  by  the  state  insurance  department 
and  managed  in  the  interest  of  the  policyowners. 

Periodically,  a  staff  of  the  insurance  department's  examiners  move 
into  a  company's  home  office  and  stay  until  they  have  checked  its  oper- 
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ations  and  seen,  examined,  counted,  and  valued  its  securities.  In  the 
larger  companies,  this  may  take  a  year  or  more. 

In  general,  life  insurance  company  investments  are  of  a  very  high 
quahty.  As  previously  stated,  the  insurance  laws  limit  life  insurance  in- 
vestments to  certain  categories.  By  far  the  major  part  of  a  life  insurance 
company's  funds  are  invested  in  high-grade  bonds  and  in  first  mortgages 
on  real  estate.  The  law  limits  investments  in  stocks  to  a  very  small  per- 
centage of  total  assets. 

The  state  insurance  department  has  the  authority  to  require  a  com- 
pany to  make  changes  in  procedure  deemed  necessary  for  safety  or  greater 
efficiency.  And  the  companies  are  required  to  submit  to  the  department 
for  its  approval  (or  disapproval)  any  proposal  for  an  important  change 
or  new  procedure  or  undertaking — such  as,  a  new  pohcy  contract  or 
schedule  of  premium  rates,  or  the  erection  of  a  home  office  building. 

Such  are  the  various  safeguards  that  enable  the  life  insurance  com- 
pany to  guarantee  the  payments  promised  in  its  policy  contracts  even  in 
times  of  great  economic  and  financial  stress. 
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Program  Procedure 


I 


F  one  already  owns  enough  life  insurance  for  his  family's  needs,  his  main 
problems  in  developing  a  program  will  be : 


1.  To  determine  what  amounts  should  be  assigned  to  each  part  of  the 
plan, 

2.  To  select  the  poUcies  most  appropriate  for  each  part,  and 

3.  To  select  the  proper  optional  settlements  and  arrange  to  have  the 
necessary  settlement  agreements  issued  by  the  company  or  companies. 

For  the  additional  service  under  the  agreements,  which  may  extend 
over  a  long  period  of  years,  there  is  no  extra  charge  of  premium  or  fee. 

Even  though  the  policyowner  does  not  require  any  new  insurance, 
his  life  underwriter  will  be  glad  to  assist  him.  And  he  will  need  help, 
especially  in  examining  his  poUcies,  deciding  which  of  them  he  should 
use  for  each  section  of  the  program  and  arranging  for  the  settlement 
agreements  with  the  company  or  companies  in  which  he  is  insured. 

If  the  policies  were  purchased  from  time  to  time  over  a  consider- 
able period  of  years,  they  may  be  based  on  different  assumptions  of 
guaranteed  interest  and  different  tables  of  mortality  so  that  some  policies 
contain  more  liberal  income  provisions  than  others. 

Those  contracts  with  the  more  favorable  guarantees  should  be  used 
for  income  and  for  funds  left  on  deposit  with  the  companies. 

So  much  for  the  husband  who  already  has  enough  life  insurance  at 
least  for  his  family's  minimum  needs.  Very  often  when  a  man  first  be- 
comes aware  of  the  benefits  of  a  life  insurance  program  and  begins  to 
estimate  what  would  be  required  for  specific  purposes,  he  finds  that  his 
present  insurance  is  inadequate  for  what  he  wants  to  accomplish.  Though 
he  may  now  be  at  a  disadvantage  in  having  to  pay  a  higher  premium  rate 
for  an  older  age  than  if  he  had  bought  additional  policies  earlier,  he 
has  one  distinct  advantage.  Since  he  will  now  select  each  policy  for  a 
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specific  need,  each  can  be  chosen  as  the  most  suitable  for  a  given  purpose 
and,  sometimes,  at  a  saving  in  premiums. 

For  example,  if  his  children  are  young,  one  of  the  most  substantial 
provisions  of  his  program  will  be  for  the  period  of  their  dependency — 
till  the  youngest  child  has  finished  high  school  or  college.  He  may  pre- 
viously have  bought  all  his  insurance  on  the  ordinary  life  plan,  which 
for  most  purposes  was  a  wise  choice.  For  the  dependency  period,  how- 
ever, the  family  income  policy,  designed  especially  for  this  purpose  not 
so  many  years  ago,  will  serve  well  at  a  considerable  saving  in  premiums 
as  compared  with  ordinary  life. 

Also,  due  to  new  issues  of  life  policies  at  special  rates  for  certain 
minimum  amounts — such  as  $10,000  or  $25,000,  the  rate  per  $1,000  of 
insurance  can  be  somewhat  reduced  by  buying  these  amounts,  or  more, 
at  one  time. 

A  good  procedure  is,  first,  to  outline  the  kind  of  program  one  would 
like  to  have  and  then  see  how  much  of  it  he  can  provide  at  once  and 
what  must  be  done  later — if  he  is  living.  Much  may  depend  on  the 
chent's  general  purpose — whether  he  buys  life  insurance  only  with  a 
view  to  protecting  his  dependents  or  also  considers  life  insurance  a  major 
investment  plan  for  retirement  as  well  as  for  protection,  as  many  do. 

And,  of  course,  the  provisions  of  the  program  will  vary  according 
to  the  family  situation:  whether  there  are  young  children,  and  according 
to  their  ages,  and  whether  one  may  be  an  invalid  or  a  handicapped  child, 
or  one  of  special  talents.  And  there  may  be  other  dependents,  a  mother, 
an  aunt  or  a  sister,  or  an  invaUd  father  or  brother. 

The  first  step  in  planning  is  a  fact-finding  conference  between  client 
and  underwriter,  for  a  discussion  of  the  basis  of  procedure — the  facts  to 
be  considered  in  determining  money  needs,  in  cash  and  income.  This  is  a 
procedure  similar  to  that  of  the  lawyer  and  his  client  in  preparing  to 
draw  up  a  will  or  a  trust  agreement. 

If  the  client  is  as  frank  with  the  underwriter  as  he  should  be — as  he 
is  with  other  advisers,  his  physician,  attorney,  and  banker,  he  will  make 
his  family  and  business  or  financial  situation  as  clear  as  possible,  includ- 
ing the  amount  of  life  insurance  he  already  owns.  Most  companies  will 
furnish  a  guide  for  this  purpose,  a  hst  of  the  data  that  will  be  helpful 
in  developing  a  satisfactory  program. 

Once  the  facts  are  clear,  the  next  step  is  for  the  client  to  decide  how 
much  money  he  should  or  is  able  to  provide  for  each  of  the  various  needs 
or  purposes.  Usually  these  are  as  we  have  briefly  indicated  in  a  previous 
chapter  but  would  like  now  to  consider  more  fully  in  the  following 
pages. 

Practically  all  that  will  be  said  here  is  more  or  less  familiar  because 
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of  experiences  of  one's  own  family  or  his  observation  of  what  has 
happened  in  the  homes  of  other  famiUes  he  has  known. 

The  following  general  suggestions  will  be  helpful  as  a  guide  in  dis- 
covering specific  needs  for  life  insurance:  Study  and  analyze  any  family, 
business,  or  estate  situation  in  which  a  death  would  create  a  financial 
vacuum.  That  is,  any  situation  in  which  a  death  would  deprive  depend- 
ents of  support,  or  creditors  of  payments  due,  or  would  cause  a  shrink- 
age of  assets  in  the  settlement  of  a  business  or  an  estate.  Or,  we  may  say, 
any  situation  in  which  it  is  clear  that  if  a  man  (or  a  woman)  died  with- 
out adequate  life  insurance  certain  obligations  would  be  left  unfulfilled. 
Or,  to  put  it  another  way,  a  situation  in  which  there  are  plans  which,  no 
doubt,  one  would  like  to  know  could  be  completed  even  if  he  died  pre- 
maturely. 

As  that  distinguished  life  underwriter  Isaac  Kibrick  always  said, 
"Look  for  a  loss,"  that  is,  a  loss  that  would  inevitably  result  from  a  death 
unless  it  was  prevented  by  a  provision  of  life  insurance. 
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Family  Needs  for  Cash 


CLEARANCE  FuND  TO  SETTLE  THE  ESTATE.  The  cxecutoi  01  adminis- 
trator of  an  estate  must  have  cash  in  order  to  pay  ( 1 )  all  the  debts 
and  other  obligations  of  the  deceased  husband  that  were  outstanding  at 
the  time  of  his  death  and  also  (2)  those  becoming  due  on  account  of 
his  death.  If  there  is  not  enough  cash  in  his  bank  accounts,  or  other 
liquid  assets,  as  usually  there  is  not,  and  not  sufficient  life  insurance  pro- 
vided for  this  purpose,  then  properties  of  the  estate  must  be  sold. 

Sometimes  when  sufficient  cash  is  wanting,  especially  if  the  widow 
is  pressed  or  harassed  by  creditors,  she  may  pay  certain  items,  such  as 
doctors'  and  hospital  bills  and  funeral  expenses  out  of  the  life  insurance 
fund  provided  for  her  support,  although  these  are  obhgations  of  the 
estate. 

In  order  to  assure  cash  to  settle  the  estate,  avoid  the  sale  of  property, 
perhaps  at  a  loss,  and  protect  the  widow's  funds  for  her  own  use,  a  well- 
organized  life  insurance  program  will  include  a  policy,  or  policies,  to  pro- 
vide a  clearance  fund  to  settle  the  estate. 

The  amount  of  life  insurance  required  for  the  clearance  fund  will  be 
determined  by  estimating  possible  obligations  of  the  estate,  such  as  out- 
standing bills  of  various  kinds,  the  cost  of  last  illness,  funeral  expenses 
and  perhaps  a  cemetery  plot,  balances  on  installment  purchases,  possible 
bank  or  personal  loans  and  taxes. 

Some  items  such  as  the  cost  of  a  last  illness  must  be  a  calculated 
guess.  Actually,  this  could  be  zero,  if  death  were  sudden,  from  a  heart 
attack  or  an  accident.  Or,  it  could  run  into  thousands  of  dollars  for  hos- 
pital bills  and  fees  for  doctors,  specialists,  surgeons,  and  extensive  lab- 
oratory tests  during  an  illness  of  several  months  or  more  than  a  year, 
which  is  by  no  means  uncommon.  Most  families  are,  from  experience, 
aware  of  the  high  cost  of  a  prolonged  illness.  To  be  on  the  safe  side,  it 
is  wise  to  make  a  very  substantial  allowance  for  this  purpose.  If  the  cost 


Life  and  Life  Insurance  86 

is  less  than  the  amount  provided,  the  excess  will  add  to  the  family's 
emergency  funds. 

Post-mortem  tax  payments  are  often  a  major  item  in  the  estate 
costs — local  property  taxes  accrued  or  due  but  unpaid,  unpaid  install- 
ments of  current  federal  and  state  income  taxes  and,  in  some  cases, 
federal  estate  and  state  inheritance  taxes.  In  estimating  the  latter,  it  will 
be  necessary  to  list  the  value  of  properties  of  all  kinds — stocks  and  bonds, 
real  and  personal  properties,  trust  funds,  an  interest  in  a  business,  and 
life  insurance.  The  federal  estate  tax  will  be  levied  on  the  total  value  of  all 
such  items  less  the  exemption  (at  present)  of  $60,000.  If  the  total  did  not 
exceed  the  exemption,  there  would  be  no  federal  estate  tax  to  pay. 

Home  Mortgage.  One  of  the  most  common  of  all  purposes  for 
which  men  own  life  insurance  is  to  provide  for  payment  of  the  home 
mortgage.  Aside  from  income  for  living  expenses,  there  is  nothing  of 
greater  value  and  comfort  to  the  widow  and  children  than  a  home  free 
and  clear,  and  the  money  for  taxes  and  repairs  (which  should  be  in- 
cluded in  the  insurance  budget  for  the  family's  income).  So,  if  there  is  a 
mortgage,  there  should  be  a  mortgage  policy. 

If  the  home  is  one  that  is  very  expensive  to  maintain,  the  widow  may 
decide  to  sell  it  and  purchase  a  more  modest  one  or  rent  an  apartment. 
She  may  have  to  sell  at  a  loss.  But  with  the  mortgage  assumed  by  the 
buyer  and  having  the  mortgage  money  in  hand  from  an  insurance  policy 
the  widow  could  be  compensated  for  a  loss  on  the  sale  of  the  property. 

(When  it  becomes  known  that  a  home,  a  farm,  or  a  business  is  for 
sale  by  a  widow,  prospective  buyers  expect  that  for  a  quick  sale  it  may 
be  a  bargain  because  it  must  be  sold.  The  writer  once  had  a  file  of  real 
estate  advertisements  containing  the  word  "widow."  No  doubt,  this  was 
for  the  purpose  of  suggesting  that  a  property  might  be  bought  for  less 
than  it  was  worth  and  so  attract  more  potential  purchasers.) 

Emergency  Fund.  From  time  to  time,  in  every  family,  there  is  some 
emergency,  the  cost  of  which  cannot  be  paid  out  of  current  income.  For, 
such  occasions,  the  widow  will  need  an  emergency  fund.  Usually,  the. 
chief  need  for  it  is  to  pay  the  family's  cost  of  illness  over  the  years. 
Thorough  planning  would  include  a  recommendation  to  the  widow  to 
maintain  insurance  to  cover  a  part  of  the  costs  of  medical  care  and 
hospitalization.  If  necessary,  the  premiums  for  such  contracts  could  be 
paid  from  the  emergency  fund. 

It  is  advisable  to  have  the  life  insurance  policy  for  emergencies  left 
on  deposit  with  the  life  insurance  company  "at  interest,  subject  to  with- 
drawal." Thus  the  interest  alone,  if  the  emergency  fund  is  large  enougl: 
and  has  not  been  substantially  drawn  upon,  might  be  suflficient  to  pa] 
the  annual  cost  of  the  medical  and  hospitalization  contract.  Anyone  wh( 
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has  had  to  pay  the  costs  of  a  long  ilhiess  or  an  operation  will  understand 
the  need  for  an  emergency  fund  as  a  part  of  a  life  insurance  program. 

Life  Insurance  to  Protect  Property  Values.  Many  men  who  have 
spent  a  long  period  of  years  accumulating  an  estate  think  of  life  insur- 
ance as,  we  might  say,  "property  insurance"  for  the  purpose  of  maintain- 
ing their  estates,  after  probate,  "at  par" — that  is,  at  the  value  before 
death. 

The  payment  of  heavy  federal  estate  and  state  inheritance  taxes 
levied  on  a  large  estate  (plus  other  obligations)  would  certainly  reduce 
its  net  value  in  one  way  and  possibly  in  another  way:  ( 1 )  by  the  amount 
of  property  that  would  have  to  be  sold  to  raise  the  necessary  cash  and 
(2)  by  the  loss  commonly  experienced  in  a  forced  sale,  especially  in  a 
bad  market  when  it  often  becomes  necessary  to  sell  at  sacrifice  prices. 

Another  important  point  is  that  in  a  forced  sale  it  might  be  the 
choicest  holdings,  the  ones  which  above  all  others  should  be  retained, 
that  would  go  first — because  they  would  be  the  ones  that  could  bring 
prices  most  nearly  approximating  their  real  value. 

For  such  reasons,  because  he  wants  his  estate  to  be  passed  on  to  his 
family  as  nearly  intact  as  possible,  the  wealthy  man  provides  a  large  life 
insurance  clearance  fund  estimated  as  sufficient  to  pay  his  taxes  and  other 
obhgations. 

A  group  of  28  persons  (25  men  and  3  women)  who  own  a  million 
or  more  of  life  insurance  was  the  subject  of  a  recent  article  widely  cir- 
culated in  the  press.  The  average  amount  of  their  insurance  was 
$1,819,000.  (Annual  premiums  per  million,  perhaps  $30,000  or  more.) 

Why  do  these  28  persons  own  such  large  amounts  of  life  insur- 
ance? The  most  frequent  reason  they  gave  was  "the  high  cost  of  dying 
.  .  .  federal  estate  and  state  inheritance  taxes  and  excessive  costs  for 
estate  administration  and  settlement."  Another  reason,  "to  insure  the 
individual's  value  to  his  company  or  business  and  to  offset  the  loss  to  the 
business  resulting  from  his  death."  Other  reasons  included  "stock  retire- 
ment and  protection  of  family  owned  businesses. . . ." 

How  much  more  important  it  is  for  those  who  are  less  wealthy  to 
protect  their  estates  against  shrinkage  in  the  process  of  settlement  in  the 
probate  court! 
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Family  Needs  for  Income 


ESTIMATING  Minimum  Income.  Quite  commonly,  when  a  client  has 
I  agreed  that  he  needs  "more  protection"  for  his  family,  he  says  to 
the  underwriter,  "I'll  take  ten" — as  if  it  were  merely  a  transaction  for 
the  purchase  of  some  kind  of  merchandise. 

In  assuring  income  for  the  family's  necessary  hving  expenses,  it  is 
illogical  and  certainly  unbusinesslike,  possibly  foohsh,  and  often  unfair 
to  one's  dependents,  to  buy  ten,  twenty  or  fifty  thousand  dollar  policies 
without  references  to  any  standard  yardstick  or  specifications. 

The  standard  measure  for  income  requirements  is  a  budget,  similar 
to  the  family's  current  budget  but  substantially  reduced  by  eliminating 
the  husband's  share  of  it  and,  as  a  rule,  all  luxuries.  (As  an  old  life  in- 
surance agent  used  to  put  it — "The  family  will  need  a  place  to  live, 
plenty  of  meat  and  potatoes,  and  plenty  of  milk  but  no  champagne.") 

A  good  plan  is  to  figure  out  a  minimum  budget  and  see  how  much 
life  insurance  wiU  be  required  for  monthly  income  to  pay  the  bills.  Then, 
if  possible,  provide  a  httle  more  for  simple  comforts  in  addition  to  the 
absolute  necessities. 

The  amount  of  life  insurance  required  for  income,  even  on  a  mini- 
mum basis,  will  be  substantial. 

It  will,  of  course,  take  more  time  for  the  underwriter  and  a  client 
to  plan  the  purchase  of  life  insurance  on  a  budget  basis.  But  the  result 
in  satisfaction  to  themselves  and  in  security  for  the  family  will  be  more 
certainly  assured  than  if  the  insurance  is  bought,  without  careful  con- 
sideration, as  a  matter  of  convenience  and  time-saving  for  both  under- 
writer and  client  (so  that  they  can  move  on  to  other  business)  than  with 
due  regard  to  the  family's  calculated  needs. 

When  it  is  possible  to  provide  more  generously,  more  than  the  mini- 
mum, an  ample  program  should  be  planned  in  the  light  of  family  needs 
that  will  be  discussed  in  the  rest  of  this  chapter. 
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Readjustment  Income.  It  would  be  difficult  to  overstate  the  impor- 
tance of  an  adequate  readjustment  income — that  is,  a  very  substantial  in- 
come for  one  or  more  years  following  the  husband's  death;  much  more 
than  the  widow  will  have  later  or  actually  need. 

Without  it,  the  sudden  change  from  his  income  to  the  family's 
much  smaller  income  could  be  a  distressing  experience.  At  first  it  might 
seem  almost  impossible  to  alter  long-established  habits  of  living — of 
relatively  free  spending.  Without  a  readjustment  income,  if  the  insurance 
had  been  paid  in  a  lump  sum,  during  the  first  year  or  so  the  widow 
might  use  money  that  should  be  invested  for  income;  or,  if  it  was  being 
paid  as  income  (much  less  than  her  accustomed  budget),  she  might  be- 
come involved  in  debt.  A  difficult  problem  is  when  the  family  is  living 
in  a  rented  house  or  apartment;  for  the  cost  of  rental  could  not  be  reduced 
immediately.  Or,  if  they  own  a  house  that  is  too  expensive  to  maintain  be- 
cause of  taxes  and  upkeep  and  it  should  be  sold,  this  might  take  a  long 
time,  unless  it  were  put  on  the  market  at  a  sacrifice  price. 

Also,  in  these  days,  there  are  likely  to  be  installment  payments  which 
must  be  completed  or  the  family  will  lose  its  car,  TV  set,  or  modem 
kitchen  equipment. 

A  good  readjustment  plan  is  to  have  a  reducing  income  over  a 
period  of  two,  three,  or  four  years.  Suppose  that  previously  the  family 
budget  had  been  $600  a  month  and  the  widow's  future  income  from  life 
insurance  and  social  security  (till  her  youngest  child  is  18)  is  to  be  $300 
a  month.  It  would  be  an  enormous  help  and  would  not  require  a  great 
amount  of  extra  life  insurance  to  provide  additional  income  so  that  the 
widow  could  have,  say,  $600  a  month  the  first  year,  $500  a  month  the 
second  year  and  $400  a  month  the  third  year.  The  fourth  year  she  would 
be  down  to  her  steady  income  of  $300  a  month. 

This  plan  would,  as  it  were,  provide  a  "stairway"  by  which  to  de- 
scend from  the  upper  to  the  lower  level  of  income  and  scale  of  living 
expenses,  instead  of  having  to  suffer  the  terrific  shock  of  "jumping 
down."  The  widow  would  have  time  to  change  her  rental  or,  perhaps,  sell 
her  home  and  make  other  adjustments.  And  if  she  were  facing  the  neces- 
sity of  earning  some  additional  income,  this  "stairway"  plan  would  give 
her  time  to  seek  suitable  employment,  or  even  to  prepare  for  skilled, 
pleasant,  and  more  profitable  employment  of  some  kind. 

The  amount  of  additional  insurance  for  the  three-year  readjust- 
ment plan  illustrated  would  be  only  a  little  over  $7,000. 

Income  till  Youngest  Child  Is  Grown.  As  it  would  have  been  for  her 
husband,  so  it  is  now  for  the  widow  the  most  important  responsibility 
of  her  life  to  provide  for  the  children  until  they  are  grown  and  educated, 
prepared  to  fend  for  themselves.  Following  the  substantial  readjustment 
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income,  she  will  require,  until  the  youngest  child  has  finished  its  edu- 
cation, a  larger  income  than  she  will  need  thereafter,  unless  there  be  a 
child  who  presumably  will  not  be  able  to  care  for  himself — an  invalid  or 
handicapped  child. 

There  are  policies,  such  as  the  family  income  policy,  which  are 
especially  designed  for  this  period.  The  John  Doe  Program  included 
a  family  income  poUcy  (page  67)  that  paid  $200  a  month  until  Alice 
was  22  years  old  (and  then  paid  her  mother  a  certain  income  for  life) . 

In  most  young  families  the  income  till  the  youngest  child  has  fin- 
ished his  (or  her)  education  is  the  most  important  of  all  provisions  of  a 
program.  Indeed  in  many  families  who  cannot  afford  a  more  complete 
program  this  provision  is  the  only  one  that  is  well  developed.  If  this 
is  all  they  can  afford  and  it  is  ample  for  its  purpose,  the  family  has  been 
well  served. 

Income  for  Children's  Education.  No  doubt,  any  father  would  say 
that  whether  he  lived  or  died  he  wanted  his  children  to  have  a  good 
education — if  possible  in  a  college  or  university. 

With  educational  policies  arrangements  can  be  made  with  the  life 
insurance  company  to  have  payments  for  tuition,  room  and  board  made 
semiannually,  and  also,  if  desired,  income  for  monthly  expenses  to  be 
paid  monthly,  during  the  four  college  years. 

There  are  two  plans.  One  assures  that  the  money  for  college  ex- 
penses wiU  be  available,  at  age  17,  18,  or  19,  only  in  case  of  the  father's 
prior  death.  The  other  plan  will  provide  the  money  whether  the  father 
is  living  or  not. 

1 .  A  father  says,  "If  I  five  I  shall  be  able  to  pay  my  son's  (or  daughter's) 
college  expenses  or  we  can  work  it  out  together.  But  I  am  going  to 
buy  enough  ordinary  or  straight  life  insurance  to  make  sure  that  if  I 
die  before  he  enters  college  my  child  will  have  the  money  for  tuition, 
room  and  board  through  the  four  years."  If  the  father  survives,  he 
may,  if  necessary,  use  the  cash  or  loan  value  of  the  ordinary  life 
policy  for  expenses  during  the  senior  college  year. 

2.  Another  father  prefers  to  pay  a  higher  premium  and  buy  an  educa- 
tional endowment  policy  that  wiU  mature  at  the  child's  age  18  (or  17 
or  19)  during  the  father's  lifetime  or  will  pay  the  same  amount  (at 
the  same  age)  in  event  of  his  prior  death. 

Some  parents  save  for  a  child's  education  in  a  savings  bank.  The 
educational  endowment  policy  accomplishes  the  same  purpose,  with  the 
additional  advantage  of  providing  the  money  in  event  of  the  father's 
death. 

Provision  for  college  expenses  should  not  be  considered  until  there 
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is  enough  life  insurance  to  assume  ample  income  for  the  family  before 
the  children  are  old  enough  to  enter  college. 

There  have  been  instances  in  which,  unfortunately,  a  father  had  ar- 
ranged to  have  the  life  insurance  company  hold  funds  for  his  children's 
college  expenses  until  they  were  18  years  old  although  he  had  not  pro- 
vided enough  income  for  living  expenses  while  they  were  still  in  gram- 
mar school  and  high  school,  a  situation  that  is  not  only  illogical  but  very 
unfair  to  the  mother. 

Unless  there  is  to  be  adequate  income  from  present  insurance  at 
least  until  the  children  have  finished  high  school,  any  additional  life  in- 
surance should,  of  course,  be  used  to  increase  the  mother's  income,  rather 
than  for  other  purposes. 

The  college  income,  due  to  begin  at  a  certain  date  (at  the  child's  at- 
tained age  of  17,  18  or  19)  may  be  made  payable  to  the  mother  or  to  a 
guardian  or  a  trustee  (preferably  a  trust  company).  The  life  insurance 
company,  unlike  a  trust  company,  cannot  agree  to  exercise  discretionary 
powers.  It  will  agree  only  to  pay  the  college  income  to  the  designated 
payee  beginning  at  a  specified  date. 

Suppose,  as  often  happens,  that  a  son  decides  to  go  to  work  in- 
stead of  going  to  college.  In  such  case,  if  the  father  were  living  and  had 
accumulated  an  educational  fund  in  a  savings  bank,  what  would  he  then 
do  with  the  money?  He  might  continue  to  accumulate  it  and  turn  it  over 
to  his  son  at,  say,  age  25  or  when  he  married.  Or,  he  might  add  it  to  his 
wife's  estate,  or  give  it  to  a  married  daughter  to  help  her  buy  a  home. 
Or,  he  might  invest  it  in  life  insurance  or  stocks  and  bonds. 

Similarly,  if  a  trust  company  were  named  as  beneficiary  of  an  edu- 
cational policy,  the  company  could  be  authorized,  if  the  child  did  not  go 
to  college  (or  finish)  to  use  its  discretion  in  seeing  that  the  policy  pro- 
ceeds were  administered  in  the  best  interests  of  the  family.  For  example, 
pay  it  to  the  mother  for  her  use.  Or,  if  she  preferred,  accumulate  the 
money  and  pay  it  to  the  son  at  age  25 — or  when  he  married,  and  so 
on. 

For  Talented  Children.  The  life  underwriter  should  inquire  as  to  the 
talents  and  capacities  of  the  children.  In  some  families  there  is  a  highly 
gifted  child,  perhaps  a  musician.  The  writer  knows  a  boy  who  at  age  10 
is  absorbed  in  astronomy,  spends  his  spare  time  reading  books  on 
descriptive  astronomy  and  talks  to  anyone  who  will  listen  about  space 
exploration,  the  planets,  stars  and  galaxies  and  their  distances  from  us 
in  terms  of  light  years.  This  youngster  says  it  is  silly  to  think  the  earth 
is  the  only  inhabited  planet.  One  day  he  said,  "Some  planet  may  have 
what  we  call  humans  that  are  superior  to  us  in  every  way — physically  and 
mentally."  He  added,  "When  my  mother  had  her  gall  bladder  operation, 
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she  said  'Why  do  people  have  to  have  gall  bladders.'  Well,  maybe  on  some 
planet  there  are  humans  without  a  lot  of  things  we  have  in  our  insides 
that  are  always  getting  out  of  order." 

No  doubt  a  life  underwriter  would  suggest  that  an  educational  plan 
for  such  a  lad  might  well  include  a  provision  for  graduate  study. 

We  recall  a  physician,  a  speciaHst  in  diagnosis,  whose  father  was  a 
doctor  and  whose  young  son  said  he  wanted  to  be  a  doctor  and  already 
was  browsing  in  his  father's  medical  library.  In  arranging  an  educational 
plan  for  his  boy,  this  father  provided  enough  life  insurance  to  cover  four 
years  of  college,  the  course  in  medical  school  and  internship,  and  also 
graduate  study  to  prepare  him  for  some  medical  specialty. 

Most  parents  are  able  to  do  no  more  than  provide  for  the  cost,  or  a 
part  of  it,  of  the  usual  college  course.  But  many  can  afford  to  do  more  and 
if  they  have  a  child  of  exceptional  promise  should  consider  the  wisdom 
of  including  in  their  educational  plans  the  means  for  graduate  study. 

For  the  Invalid  Child.  We  recently  attended  the  funeral  of  a  young 
lady  who  was  35  years  old.  Most  of  those  who  had  known  her  as  a  child 
had  thought  she  would  not  live  to  be  grown.  From  early  childhood  she 
had  been  a  helpless  invalid  from  an  incurable  malady,  unable  to  do  any- 
thing for  herself.  She  spent  her  life  in  bed  and  in  a  wheel  chair.  Yet,  with 
all  her  suffering  and  her  crippHng  disabilities,  we  might  say  she  had  been 
a  happy  child  and  a  happy  young  woman,  because  she  was  so  well  cared 
for  and  dearly  loved  by  her  wonderful  family.  With  them  she  always  came 
first.  Every  effort  was  made  for  her  to  have  a  normal  life  to  the  fullest 
extent  possible.  She  had  a  host  of  friends  because  she  was  a  lovely 
person  and  because  in  every  way  possible  she  was  helped  to  share  in  the 
family  life.  When  she  felt  well  enough,  she  was  brought  into  the  gather- 
ings of  family  and  friends  in  her  wheel  chair.  She  talked  very  little  but 
loved  to  listen.  Fortunately,  her  mother  survived  her  and  her  father  had 
been  able  to  provide  well  for  them. 


Marie  Killelea  wrote  the  book  Karen  (Prentice-Hall,  Inc.),  the 
story  of  her  and  her  husband's  long,  courageous  fight  to  help  their  little 
daughter,  Karen,  a  victim  of  cerebral  paralysis.  Mrs.  Killelea  asked  a 
doctor  what  was  "the  life  expectancy  of  a  cerebral-palsied."  He  replied, 
"The  same  as  yours  or  mine." 

The  physician  offered  no  hope  for  a  cure.  She  said,  "Surely,  doctor, 
you  have  some  suggestion  for  us." 

"Yes,  I  have,"  he  replied.  "I  suggest  that  you  take  out  a  good-sized 
life  insurance  policy  so  that  she  will  always  be  provided  for."  (our  italics) 

Some  years  ago  a  father  told  the  writer  he  had  bought  life  insurance 


93  FAMILY    NEEDS    FOR    INCOME 

to  provide  an  income  for  a  handicapped  daughter.  He  said,  "Except  for 
her  lameness  her  health  is  excellent  and  she  may  outlive  her  mother  and 
me."  When  this  little  girl  was  ten  or  eleven  years  old,  she  had  coasted  in 
the  snow  down  a  sloping  street  into  the  middle  of  a  cross-street  and  been 
run  over  by  a  streetcar.  Both  her  legs  had  to  be  amputated  above  the 
knee.  She  had  artificial  legs  and  walked  very  short  distances  fairly  well 
but  quite  awkwardly  and  with  an  effort  that  must  have  taxed  her  strength 
severely. 

She  was  an  attractive  child,  cheerful  and  entertaining  and  a  good 
student.  She  had  many  friends,  played  tennis  a  little  in  a  feeble  way  and 
enjoyed  it.  In  our  home  we  became  very  fond  of  this  brave  little  girl. 
One  day  her  mother  came  to  us  in  tears.  She  said,  "There  are  ways  in 
which  I  can't  be  of  any  help  to  Janie.  This  morning  she  said,  'Mother,  I 
don't  suppose  any  man  would  want  to  marry  me.'  " — Only  those  fine 
people  who  are  devoting  their  lives  to  the  care  of  handicapped  children 
know  more  than  can  be  seen  with  the  eyes  of  what  they  suffer  and  are 
doomed  to  endure  as  long  as  they  live. 

There  are  children  who  are  retarded  mentally — some  of  them  only 
to  the  extent  that  they  are  unable  to  go  out  into  the  world  and  earn  a 
living  or  lead  a  completely  normal  life  at  home;  others  so  largely  (or 
totally)  incompetent  that  they  are  in  need  of  unceasing  care.  We  have 
heard  parents  express  a  thought  that  must  have  troubled  them  con- 
stantly— what  would  happen  to  their  child  if  he  outlived  both  of  them.  We 
have  known  personally  of  several  instances  of  life-long  dependent  chil- 
dren who  survived  both  parents  and  lived  to  old  age. 

To  protect  an  invalid  or  handicapped  child,  say,  one  who  is  afflicted 
with  polio  paralysis,  it  would  be  well  for  the  mother  as  well  as  the  father 
to  be  insured: 

1.  If  the  father  dies,  the  mother's  need  for  income  will  be  very  much 
greater  than  if  her  child  were  not  an  invalid. 

2.  If  the  mother  dies  first,  the  father  might  have  to  employ  someone  to 
care  for  the  invalid  while  he  was  at  his  work. 

3.  If  the  child  survives  both  parents!  Will  there  be  some  devoted,  humane 
relative  or  friend  who  will  give  her  a  home  and  the  care  she  needs? 
Or,  will  it  be  necessary  to  place  her  in  a  "home"  or  in  some  public 
institution? 

In  any  case,  the  solution  of  the  problem  will  be  so  much  less  diffi- 
cult if  there  is  money  from  insurance  on  the  lives  of  the  parents  to  pay 
aU  or  a  good  part  of  the  costs  of  nursing  and  medical  care — and  pre- 
vent the  necessity  of  the  invalid  becoming,  partly  or  entirely,  a  charity 
patient. 
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Unless  he  is  wealthy,  the  average  father  of  an  invalid  or  retarded 
child  would  be  well  advised  to  consider  using  life  insurance  as  his  only 
investment  plan  as  well  as  protection.  By  placing  in  life  insurance  his 
savings  available  for  both  investment  and  protection,  he  would  accom- 
plish his  two  main  financial  objectives.  He  would  assure  the  maximum  of 
protection  for  his  family,  whose  need  will  be  so  much  greater  than  if  all 
his  children  were  normal  physically  and  mentally.  At  the  same  time  he 
would  have,  in  his  annually  increasing  guaranteed  cash  values,  an  invest- 
ment for  his  retirement,  if  he  lives,  that  would  turn  out  to  be  as  profitable 
as  other  average  conservative  investments. 

The  life  underwriter  should  bear  in  mind  that  these  children  are,  as 
a  rule,  dearly  loved  by  their  parents  who  live  a  life  of  unending  sorrow 
and  are  deeply  and  constantly  concerned  as  to  their  future.  Most  of  them 
would,  to  the  Hmit  of  their  financial  ability,  be  grateful  for  a  chance  to 
make  some  provision  of  income  for  such  a  child  through  life  insurance. 

There  is  no  one  to  whom  the  life  underwriter  owes  a  greater  duty 
of  service  than  the  fathers  and  mothers  of  these  unfortunate  children. 
There  are  more  of  them  than  you  might  think  and  an  effort  should  be 
made  to  search  them  out  and  try  to  be  helpful  to  them.  The  underwriter 
should  ask  a  father,  "Are  all  of  your  children  in  good  health?" 
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IF  you  recall  the  John  Doe  Program  (Chapter  17)  you  may  remember 
that  Mr.  and  Mrs.  Doe  had  made  life  insurance  with  cash  values  their 
major  investment  plan,  postponing  the  purchase  of  any  other  investments 
until  they  could  have  a  well-developed  life  insurance  program. 

Thus  John  had  been  able  to  do  what  many  prosperous  young  men 
could  not  do  because  they  were  buying  securities  and,  perhaps,  indulging 
their  families  in  luxury  spending  before  their  life  insurance  programs 
are  complete.  He  had  provided  a  life  income  of  about  $185  a  month  for 
his  widow  (following  the  more  generous  income  till  the  younger  child, 
Alice,  was  22). 

You  may  recall  that  John  died  when  he  was  40  years  old  and  his 
wife  Mary  was  35.  Twenty-five  years  later,  at  age  60,  his  widow  was  still 
receiving  $185  a  month,  which  would  be  continued  as  long  as  she  lived. 

Despite  the  rise  in  the  cost  of  living,  as  her  wants  in  later  years  were 
simple,  Mrs.  Doe  managed  very  well.  After  the  children  were  married  she 
had  sold  her  house.  With  the  advantage  of  her  readjustment  income  for 
the  first  year,  she  had  been  able  to  hold  the  property  until  she  could  ob- 
tain a  good  price.  She  had  invested  the  proceeds  of  the  sale  and  rented 
a  small  apartment.  She  often  thought  how  fortunate  she  was  to  be  inde- 
pendent— in  her  own  little  home  and  not,  like  some  widows  she  knew, 
forced  to  live  with  her  son  or  daughter,  dependent  on  them  for  room  and 
board. 

It  was  a  joy  for  her  to  visit  her  "little  families."  She  loved  baby- 
sitting with  her  grandchildren  and  dining  with  her  children  and  their 
children  on  birthdays,  Sundays  and  holidays.  She  was  fond  of  her  daugh- 
ter-in-law and  son-in-law.  They  were  very  nice  to  her.  She  may  have 
wondered  whether  they  would  get  along  so  well  if  she  had  been  obliged 
to  live  with  them  and  be  a  financial  burden  when,  like  most  young  peo- 
ple, they  were  struggling  to  get  ahead. 
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And  occasionally  she  may  have  thought,  "Some  day  I  may  be  ill 
for  a  long  time  and  there  will  be  more  bills  for  the  hospital  and  doctors 
than  I  can  pay,  and  they  will  be  more  glad  to  help  than  they  would  have 
been  if  for  years  I  had  been  a  burden  to  them." 

Many  of  us  are  unable  to  provide  a  life  income  sufficient  for  all 
living  expenses.  But  if  we  do  the  best  we  can,  whatever  we  can  afford  will 
be  a  help;  for  it  will  pay  a  part  of  the  widow's  cost  of  living  and  leave  less 
to  be  obtained  in  other  ways. 

We  have  known  instances  of  failure  to  arrange  for  any  life  income 
because  a  man  said  he  "couldn't  afford  to  make  it  large  enough  to  be  of 
much  help."  That  is  equivalent  to  saying,  "Since  I  can't  provide  enough 
for  all  my  wife's  expenses,  it  is  useless  to  see  that  she  has  income  for  a 
part  of  them."  But,  of  course,  if  she  needed  $200  and  had  $100  a  month 
from  a  life  insurance  company,  it  would  be  easier  to  earn  the  additional 
$100  than  to  earn  $200 — or  relatives  would  be  more  able  or  willing  to 
furnish  the  smaller  amount. 

In  any  event,  in  planning  a  life  insurance  program  a  man  should 
always  consider  the  need  for  some  life  income — ample  if  possible  but 
in  any  case  whatever  is  "the  best  he  can  do."  As  an  old  life  insurance 
friend  used  to  say,  "Even  if  it  is  only  pin  money;  if  the  widow  had  to  live 
with  relatives,  she,  as  well  as  they,  would  be  thankful  she  had  it." 

When  a  certain  client  said  to  his  life  insurance  agent,  "The  most  I 
could  afford  'for  life'  would  be  $25  a  month,"  the  agent  replied,  "K  that  is 
the  best  you  can  do  and  you  do  it,  and  if  the  time  ever  comes  when  your 
wife  is  a  widow  and  she  receives  a  check  for  $25  every  month  as  long  as 
she  lives,  you  can't  imagine  how  glad  she  will  be  to  have  it.  Each  month 
she  will  be  looking  forward  to  receiving  that  $25.  Do  this  much  now  and 
perhaps  you  can  do  more  later." 

Certainly  this  was  good  advice.  Very  few  men  are  able  to  own  all 
the  life  insurance  they  need  when  they  begin  to  work  on  their  programs. 
They  buy  more,  from  time  to  time,  as  their  earnings  permit.  But,  hke 
the  man  setting  out  on  a  journey,  they  should,  at  the  start,  have  a  desti- 
nation in  view  and  a  time  table — or,  you  might  say,  a  blueprint  of  what 
they  want  to  do — a  program,  the  ultimate  provision  of  which,  if  possible, 
is  a  life  income  for  the  widow. 

A  life  annuity  income  is  income  as  long  as  you  live,  in  sickness  and 
in  health — even  in  hard  times.  A  good  way  to  see  the  vast  difference  for 
the  widow  between  having  or  not  having  at  least  a  modest  life  income 
would  be  to  make  the  following  study  in  contrasts,  as  we  did  some  years 
ago:  draw  up  two  lists,  in  parallel  columns,  of  all  the  elderly  widows  you 
and  your  family  have  known  under  the  headings — Dependent  and  Inde- 
pendent— and  review  what  you  can  recall  of  their  later  years. 
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Most  of  them  eventually  became  partial  or  total  invalids.  Yet,  even 
in  the  distress  of  ill  health  those  who  had  enough  income  for  their  Hving 
expenses  still  enjoyed  a  certain  peace  of  mind,  the  satisfaction  of  know- 
ing they  were  not  a  burden  on  relatives  nor  a  charge  on  charity.  If  they 
lived  with  relatives,  they  were  happy  in  the  thought  that  they  could  still 
pay  their  own  way — all  because  their  husbands  had  planned  it  that  way. 

Once  more,  let  us  keep  in  mind  that  the  maximum  life  insurance  in- 
come for  life  to  be  derived  from  a  given  amount  of  principal  is  the  life 
annuity.  For  the  annuity,  consisting  of  payments  from  principal  and  in- 
terest, will,  of  course,  produce  a  larger  income  than  interest  alone. — 
And  remember,  too,  that  life  insurance  poUcies  contain  an  optional  settle- 
ment of  life  income  in  lieu  of  payment  in  a  lump  sum. 
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(Title  of  a  book  by  the  author) 


A  BOUT  two  years  ago  a  young  man  who,  a  month  earlier,  had  graduated 
l\  from  one  of  our  oldest  universities,  applied  to  three  life  insurance 
companies  in  Hartford,  Connecticut,  one  after  the  other,  for  appointment 
as  an  agent  to  sell  life  insurance. 

The  first  two  companies  rejected  his  application — although  he  had 
passed  tests  for  aptitude.  They  liked  his  personality  and,  certainly,  as  to 
education  he  was  qualified.  But — he  was  a  young  bachelor  only  twenty- 
two  years  old,  too  young,  they  thought,  even  though  he  became  well 
trained  for  the  work,  to  have  had  sufiBcient  experience  in  life  to  advise 
older  men,  with  understanding  and  conviction,  in  regard  to  the  financial 
needs  of  a  wife,  if  she  became  a  widow,  and  their  children — and  he 
had  had  no  experience  in  the  business  world. 

The  manager  of  the  third  company  thought  of  this  too.  But  he  asked 
a  question  the  answer  to  which  swept  away  his  doubts;  and  the  young 
man  received  an  appointment  to  do  the  work  which,  for  some  time,  he 
had  been  thinking  was  his  vocation. 

The  question  posed  by  the  manager  of  the  third  company  was, 
"Why  do  you  want  to  sell  life  insurance?" 

The  answer  was,  "Because  of  my  personal  experience  with  life 
insurance  it  interests  me  more  than  anything  else  I've  thought  I  could 
do." 

"You  have  already  sold  life  insurance?" 

"Oh,  no!  But,  you  see,  my  father  died  before  I  was  ready  for  col- 
lege and  his  life  insurance  supported  my  mother  and  paid  my  college 
expenses.  For  a  long  time  I've  been  thinking  how  wonderful  it  is  that  a 
man  who  is  not  wealthy  but  just  earns  a  good  Hving  can,  with  life  insur- 
ance, do  what  my  father  did  for  my  mother  and  me."  (We  are  glad  to  be 
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able  to  report  that  this  young  man,  now  24  years  old,  will  close  his  sec- 
ond year  as  a  life  underwriter  with  a  total  of  more  than  $600,000  of  in- 
surance to  his  credit  for  the  calendar  year.) 


Charles  Dickens  had  a  continuing  interest  in  many  things  with  which 
we  are  concerned  in  life  insurance.  One  of  the  earUest  records  we  have  of 
business  life  insurance  is  Dickens'  purchase,  on  his  own  initiative,  of  a 
policy  to  protect  his  generous  publisher  who  had  paid  him,  as  an  ad- 
vance on  uncompleted  manuscripts,  the  equivalent  in  English  pounds,  of 
$10,000  in  our  money. 

The  following  life  insurance  advice  by  Dickens  is  quoted  from  the 
book  on  life  insurance  as  an  investment  (long  out  of  print)  by  W.  A. 
Robertson,  Fellow  of  the  Faculty  of  Actuaries  in  Scotland: 

"No  matter  what  may  be  the  object  of  your  soUcitude — be  insured 
— whether  you  are  thinking  ...  of  comfort  and  competence  in 
your  old  age,  or  of  the  interests  of  wife  and  children  when  you 
may  be  no  more,  or  of  a  provision  for  your  boy  when  he  reaches 
mature  age,  or  of  the  happy  marriage  and  the  wedding  portion  of 
your  little  daughter,  one  day  to  be,  you  hope,  a  blushing  bride, 
now  a  tiny,  prattling  fairy  of  two  or  three  years — never  mind  the 
subject  matter — be  insured." 

The  files  of  a  life  insurance  company  contain  many  factual  reports 
that  are  also  human-interest  stories.  The  writer  once  read  a  file  of  papers 
relating  to  a  life-income  policy,  an  annuity,  purchased  by  an  Englishman, 
a  widower,  who  lived  in  London.  His  daughter,  25  years  old,  was  marry- 
ing a  young  man  who  was  going  to  take  her  far  away  from  her  home  and 
family,  across  the  Atlantic,  to  seek  their  fortune  in  America. 

Perhaps  because  she  was  to  live  so  far  from  home,  and  possibly  all 
her  life,  where  he  could  no  longer  be  near  when  she  needed  help,  instead 
of  giving  her  a  wedding  present  of  diamonds  or  the  money  to  buy  a  house 
in  her  new  homeland,  her  father  purchased  for  her  a  life  annuity  in  an 
American  life  insurance  company  that  would  pay  her  $  1 ,000  a  year  as 
long  as  she  lived. 

Fifty  years  later,  at  age  seventy-five,  she  was  living  in  Los  Angeles, 
still  receiving  the  checks  from  her  annuity.  A  representative  of  the  com- 
pany wrote  the  head  office  that  he  had  recently  seen  her — that  she  was 
now  "quite  lame  and  walked  with  a  cane"  but  that  she  was  still  "alert 
and  interested  in  everything." 

Like  most  of  us,  as  we  grow  older,  she  no  doubt  often  thought  of  her 
youth  and  her  parents;  and,  surely,  during  those  fifty  years,  as  she  re- 
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ceived  those  annuity  checks,  she  must  have  been  especially  and  tenderly 
reminded  of  her  father's  concern  for  her  future  all  those  years  ago  when 
she,  "now  an  old  lady  walking  with  a  cane,"  was  a  young  bride  of  twenty- 
five. 

One  day  we  told  this  story  to  an  elderly  widow.  At  the  end,  she 
exclaimed,  "What  a  beautiful  wedding  present!"  Beautiful  may  not  have 
been  the  right  word;  but  certainly  this  was  a  present  that  expressed 
the  love  and  thought  it  was  meant  to  convey  more  perfectly  than  dia- 
monds or  a  house  or  anything  else  could  have  done. 

This  may  seem  to  be  an  unusual  case,  though  as  to  duration  of  in- 
come from  an  annuity  it  certainly  is  not.  It  is  a  good  example  of  the 
meaning  of  protection — an  unfailing  income  guaranteed  for  life.  In  this  in- 
stance, the  income  was  from  a  life  annuity  purchased  by  the  down  pay- 
ment of  a  single  premium  of  about  $20,000*  (if  the  young  lady  had  been 
older  the  premium  required  would  have  been  less).  But  a  substantial  an- 
nuity payable  for  life  can  be  assured  as  an  optional  settlement  of  a  life 
insurance  policy  with  an  annual  premium  of  only  a  few  hundred  dollars. 

As  an  illustration:  Let  us  assume  (1)  that  this  father,  some  months 
before  the  wedding,  had  bought  a  life  insurance  policy  for  his  daughter's 
benefit,  and  (2)  had  paid  one  annual  premium;  and  (3)  had  arranged  to 
have  the  proceeds  of  the  poUcy,  at  his  death,  paid  to  his  daughter  under 
the  life  annuity  income  option  called  "continuous  instalments";  and  (4) 
that  (as  could  have  happened  and  does  happen  in  every  life  insurance 
company  every  year)  he  had  died  suddenly  shortly  after  the  poUcy  was  is- 
sued; and,  finally,  that  the  wedding  had  taken  place,  as  planned,  and  that 
the  daughter  was  still  Uving  at  age  75. 

Just  as  certainly  as  she  had,  in  fact,  received  an  income  every  year 
from  the  single  premium  annuity  policy  her  father  had  purchased  for  her, 
so,  too,  during  the  fifty  years  elapsed  she  would  have  received  annuity  pay- 
ments from  the  life  insurance  policy.  In  this  way  thousands  of  men  have 
provided  annuity  life  incomes  for  their  wives  and  daughters. 


The  fact  that,  on  the  average,  persons  who  have  a  life  annuity  live 
longer  than  others  (possibly  one  reason  is  that  they  have  less  to  worry 
about)  has  for  some  centuries,  in  literature,  occasionally  been  used  as  a 
point  of  human  interest.  We  recall  such  a  reference  in  the  novel.  Sense 
and  Sensibility,  by  Jane  Austen  (1775-1817). 

A  son,  who  according  to  old  EngUsh  custom  had  inherited  the 
family  estate,  had  promised  his  father  to  take  care  of  his  mother,  now  a 

*  Less  than  the  present  rate  since  the  average  lifetime  then  was  considerably 
shorter  than  it  is  now. 
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widow  with  three  young  daughters  to  support.  He  is  talking  with  his  wife 
and  suggests  that  he  might  tell  his  mother  he  would  assure  her  of  a  life 
annuity  from  his  handsome  income.  His  wife,  who  may  have  had  a 
mother-in-law  complex,  protests  against  such  extravagant  generosity, 
saying,  "...  if  you  observe,  people  always  live  forever  if  there  is  an  an- 
nuity to  be  paid  to  them." 

In  a  New  York  newspaper,  we  have  just  seen  a  picture  of  a  lady 
70  years  old  receiving  from  the  president  of  a  life  insurance  company  a 
check  from  a  life  income  policy.  She  has  been  receiving  the  income  for  the 
past  63  years — since  she  was  seven  years  old.  It  will,  of  course,  continue 
as  long  as  she  Hves. 

Let  us  "suppose"  a  case  of  protection  looking  forward  a  hundred 
years  (possibly  one  of  you  who  read  this) :  Here,  let's  say,  is  a  young  man 
who  marries  at  age  25.  A  year  later  his  daughter  is  bom  and  he  buys  (at 
age  26)  a  substantial  amount  of  life  insurance  for  her  benefit.  The  policy 
was  issued,  say,  in  1955. 

The  daughter  marries  at  age  20.  When  she  is  21,  she  presents  her 
father  with  a  granddaughter. 

The  father  writes  a  letter  to  the  life  insurance  company  ( 1 )  naming 
his  granddaughter  as  the  secondary  beneficiary  of  the  policy  of  which 
his  daughter  is  the  primary  beneficiary  and  (2)  requesting  the  company  to 
settle  the  policy  under  the  interest-income  option. 

At  his  death  monthly  payments  of  interest  on  the  policy  proceeds 
are  to  be  made  to  his  daughter  as  long  as  she  lives  and  at  her  death  are 
to  be  continued  to  his  granddaughter  (if  living)  for  her  lifetime.  At  her 
death  the  principal  is  to  be  paid  to  his  great-grandchildren,  if  any,  share 
and  share  alike — otherwise,  to  his  granddaughter's  estate. 

The  father  dies  at  age  56,  having  been  insured  for  30  years  (since 
age  26). 

At  his  death  his  daughter,  26  years  younger  than  he,  is  30  years  old. 
She  lives  to  age  70,  having  received  her  interest-income  for  40  years. 

At  her  mother's  death  the  granddaughter,  21  years  younger  than  her 
mother,  is  49  years  of  age.  She  lives  to  be  a  very  old  lady,  say  84,  having 
received  her  interest-income  for  35  years. 

The  duration  of  the  life  insurance  company's  obligation  and  service 
under  this  policy,  to  the  policyowner  and  his  beneficiaries,  would  be  30 
-f  40  -f  35  years,  a  total  of  105  years.  As  the  policy  was  issued  in  1955, 
the  final  income  payment  to  the  granddaughter  and  payment  of  principal 
to  her  estate,  or  to  great-grandchildren,  if  any,  would  be  in  the  year  2060. 

This  suggests  a  digression.  Is  a  century  really  a  very  long  time? 
Perhaps  we  might  say  yes  and  no.  It  depends  on  what  we  are  thinking  of. 
To  a  historian  it  is  no.  It  is  no  to  a  person  now  65  who  was  bom  when 
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his  father  was  35.  But  to  read  in  our  newspapers  (with  big  headlines  and 
pictures)  that  a  person  Uke  one  we  know,  or  a  business,  is  100  years  old 
or  to  realize  that  a  life  insurance  company  may  serve  a  family  under  one 
policy  for  a  century  or  more  makes  you  think  that  it  is  quite  a  long  time. 

The  first  American  life  insurance  company  was  the  Presbyterian 
Ministers'  Fund  of  Philadelphia,*  founded  in  1759.  It  insures  certain 
clergymen,  their  families,  and  divinity  students  only.  Several  of  our 
mutual  life  insurance  companies  were  organized  in  the  1840's.  Some  other 
American  life  companies  have  reached  or  are  nearing  the  century  mark. 

Equitable  of  London,  England,  was  established  in  1762.  A  Dutch 
life  insurance  company,  the  Holland  Life  Assurance  Society  was  founded 
in  1807.  (During  the  height  of  the  great  Napoleon's  fame  and  fortune, 
the  HoUand  company  was  asked  if  it  would  consider  an  application  on  his 
life.  The  answer  was  no — the  company  did  not  consider  crowned  heads 
to  be  good  risks  for  life  insurance.)  There  are  many  life  insurance  com- 
panies that  have  stood  the  test  of  time — through  wars,  panics,  epidemics, 
and  depressions. 

One  of  the  truly  great  men  of  our  time  in  life  insurance  was  our 
friend  Charles  H.  Langmuir,  an  inspiring  leader  in  his  field  of  work,  as  was 
his  scientist  brother,  the  Nobel  prize  winner  Dr.  Irving  Langmuir  of  Gen- 
eral Electric. 

Of  Charles  Langmuir's  many  talents,  one  best  remembered  was  his 
gift  for  compressing  volumes  into  a  few  words.  One  day  someone  asked 
him,  "What  is  the  greatest  contribution  made  to  human  welfare  by  life 
insurance?"  Instantly,  in  the  quick  way  he  had,  he  rephed,  "It  takes  the 
worry  out  of  life."  These  seven  words  were  adopted  by  his  company  as  a 
life  insurance  slogan  which  was  used  for  many  years  (and  may  still  be) 
in  many  of  its  publications. 

Perhaps  Mr.  Langmuir  was  prompted  to  this  terse  summary  of  the 
benefits  of  life  insurance  by  his  memory  of  the  hundreds  of  letters  he  had 
read  from  widows  expressing  their  appreciation  of  what  life  insurance 
meant  to  them  and  their  children. 

The  letter  from  which  we  shall  quote  was  pubUshed  recently  in  the 
Hartford  Times.  It  was  written  not  by  a  widow  but  by  a  wife,  after  a  talk 
with  her  husband  had  reassured  her  as  to  her  financial  future,  "if  anything 
happened  to  him." 

This  letter  started  us  wondering  again  why  it  is  that  some  wives  and 
their  husbands  do  not  have  long  talks  together  about  their  resources  and 
whether  they  are  adequate  for  future  needs — their  social  security,  per- 

*  When  formed  its  name  was  "The  Corporation  for  Relief  of  Poor  and  Distressed 
Presbyterian  Ministers  and  of  the  Poor  and  Distressed  Widows  and  Children  of 
Presbyterian  Ministers." 
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sonal  and  group  life  insurance,  pensions  and  veteran  benefits,  their 
homes,  savings  accounts  and  perhaps  other  assets  such  as  stocks  and 
bonds — just  as  they  talk  every  day  about  so  many  things  of  less  im- 
portance. 

Is  it  because,  being  young,  it  rarely  occurs  to  them  that  things  may 
or  rather  will  not  always  be  as  they  are  now?  Or  that  the  years  are  passing 
swiftly? 

Or,  is  it  because  the  husband  fears  that  his  wife  would  be  unhappy 
and  she  is  afraid  he  would  be  disturbed  if  they  discussed  things  neces- 
sarily associated  with  the  thought  of  his  death? 

After  talking  with  some  hundreds  of  men,  over  a  period  of  years, 
this  writer  cannot  recall  any  who  shrank  from  discussing  their  life  insur- 
ance and  their  wills  or  trusts.  The  only  thing  that  seemed  really  to  disturb 
them  was  the  possibility  that  what  they  wanted  to  accompUsh  might  not 
be  done  effectively  or  done  in  time. 

The  wife  who  avoids  talking  with  her  husband  about  what  she  and 
their  children  would  need  if  he  died  should  bear  in  mind  that  in  a  civilized 
society  it  has  long  been  true  that  when  a  man  thinks  of  death  he  is  prob- 
ably less  concerned  about  what  it  would  mean  to  himself  than  he  is 
troubled  by  the  fear  of  leaving  certain  obligations  unfulfilled,  especially, 
of  course,  those  to  his  wife  and  children. 

Unknown  to  their  wives,  many  men  spend  hours  and  hours,  often 
over  a  period  of  weeks,  with  their  life  insurance  advisers  and  lawyers  and 
trust  officers,  and  many  more  hours  thinking  alone.  With  men  whose  busi- 
ness it  is  to  assist  husbands  in  planning  for  the  future,  they  review  their 
obligations,  estimate  the  value  of  their  assets,  most  of  which  may  be 
their  life  insurance,  and  plan  how  they  may  assure  that,  in  the  event  of 
death,  as  if  they  had  lived,  their  various  obligations  may  be  fulfilled. 

As  confirmed  by  this  letter,  published  in  the  Hartford  Times,  hus- 
bands and  wives  who  have  established  a  well-planned  life  insurance  pro- 
gram, or  an  estate  plan  of  life  insurance  and  other  properties,  no  doubt 
feel  that  it  has  done  something  of  importance  which  they  can  both  begin 
to  enjoy  immediately — the  deep  satisfaction  which  we  call  peace  of  mind. 

"I  am  not  a  widow,"  the  letter  began,  "but  .  .  .  realize  that  every 
wife  may  become  one."  One  evenmg  her  husband  said,  "It's  high  time  we 
took  stock  of  our  situation  in  case  anything  happens  to  me."  .  .  .  "We 
put  down  on  paper  everything  about  his  life  insurance,  social  security, 
savings  and  investments  and  what  they  cam.  We  came  to  the  conclusion 
that  with  careful  management  I  should  be  able  to  get  along  comfortably. 
That  took  a  big  load  off  my  mind  and  I  am  sure  his  too.  .  .  .  We  have 
three  married  daughters  and  I  wish  they  and  their  husbands  would  do  the 
same  thing." 
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Why  did  this  wife  take  the  time  to  write  such  a  letter  to  a  newspaper? 
Was  it  because  she  thought  she  might  encourage  others  who  were  ponder- 
ing and  possibly  worrying  about  such  problems  to  bring  them  into  the 
open,  knowing  that  they  would  feel  better  if  they  did?  Or,  was  it  merely 
that  she  felt  so  relieved  she  had  to  tell  it  to  the  world? 

And  when  a  man  is  very  ill! — Like  other  people,  life  insurance 
agents  visit  their  sick  friends,  some  of  whom  are  also  their  cUents.  On  the 
road  to  recovery,  the  patient  is  almost  certain  to  start  a  conversation 
somewhat  like  this,  as  many  life  underwriters  could  testify : 

"I  suppose  you  were  scared  about  me — afraid  your  company  was 
going  to  have  to  pay  all  that  insurance  you  sold  me," 

"No.  Why  should  they  worry?  The  money  is  always  ready.  But  you 
had  a  close  call  and  for  a  few  days  all  your  friends  were  worried.  I  sup- 
pose you  were  too." 

"I  sure  was.  But  one  thing  I  didn't  worry  about.  Since  I  entered  the 
hospital,  I  have  thought  of  my  life  insurance  many  times.  It  made  me  feel 
good  to  reaUze  that  if  I  passed  out,  thanks  to  you,  my  family  would  be 
safe  financially." 

"Thanks  to  me?  No,  thanks  to  you." 

Only  a  few  days  ago  we  read  a  statement  by  a  life  insurance  agent 
who  had  visited  a  friend  who  was  recovering  from  a  heart  attack.  After 
greetings,  his  friend  said,  "Since  they  brought  me  here,  I  must  have 
thought  of  you  and  my  life  insurance  a  thousand  times." 

Yes!  An  adequate  life  insurance  program  or  estate  plan  "takes  the 
worry  out  of  life." 
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Memorial  and  Endowment  Funds 
and  Anniversary  Gifts 


THERE  must  be  many  men  and  women  who,  reading  announcements 
of  memorial  bequests  by  wealthy  persons,  have  wished  that  they  too 
were  able  to  leave  a  memorial  fund  to  some  institution — a  school  or  col- 
lege or  a  church  or  charity  with  which  they  have  been  identified. 

A  memorial  gift  would  serve  two  purposes.  It  would  help  a  worthy 
cause  and  it  would  assure  that  someone  would  be  long  remembered — a 
family  or  a  parent,  or  a  wife  or  husband,  or  a  son  or  daughter  who  had 
died  too  soon. 

"But,"  one  may  think,  "what  I  could  provide  would  be  so  small 
that  it  would  not  be  worth  while  to  make  any  bequest." 

It  is,  however,  possible  for  almost  anyone  conveniently  to  estabhsh 
a  substantial  or  a  large  fund  with  life  insurance. 

An  annual  premium  payment  of  a  few  dollars  or  a  few  hundred  or 
a  thousand  dollars,  or  more,  wiU  provide  a  memorial  fund,  or  a  contribu- 
tion to  some  endowment,  of  $1,000,  $10,000,  $100,000  or  even  a  mil- 
lion dollars  as  surely  as  if  one  had  been  able  to  bequeath  the  same  amount 
in  his  last  will  and  testament.  According  to  age,  the  annual  premium  for  a 
straight  life  policy  would  be  only,  say,  $20,  $30  or  $40  per  $1,000  of 
insurance. 

If  the  policy  is  made  irrevocably  payable  to  or  assigned  to  charity, 
the  annual  premium  deposits  are  deductible  for  income  tax  purposes,  if 
the  total  of  such  deductions  does  not  exceed  the  20/30  per  cent  limit  of 
adjusted  gross  income.  And  the  proceeds  are  exempt  from  the  estate  tax. 

A  college  alumni  association  or  a  charity  organization  might  be  able 
to  obtain  over  the  years  a  life  insurance  endowment  fund  of  a  million  or 
five  or  ten  million  dollars  by  inducing  a  large  number  of  contributors  to 
insure  for  $1,000  or  more,  each,  payment  to  the  endowment. 

Like  a  testamentary  bequest,  the  life  insurance  fund  would  be  paid 
to  the  beneficiary  institution  at  the  death  of  the  contributor.  Or,  rather, 
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the  life  insurance  would  be  paid  more  promptly  and,  perhaps,  more 
certainly  than  a  contribution  by  will.  The  life  insurance  fund  would  be 
paid  within  a  few  days  after  due  proof  of  death  was  established.  But  a 
bequest  would  be  available  only  after  probate  of  the  will  and  approval  of 
the  bequest  by  the  probate  court. 

In  some  cases,  especially  for  large  amounts,  it  may  be  desirable  to 
use  single  premium  life  policies  instead  of  straight  life  with  annual  pre- 
miums. Example:  A  man  or  woman  40  years  old  who  wishes  to  provide 
a  $100,000  fund  pays  a  single  premium  (one  sum)  of  about  $60,000. 
Thus  the  provision  is  definitely  estabhshed  and  the  poUcyowner's  estate, 
subject  to  taxation  at  his  death,  may  be  substantially  reduced  by  the 
contribution  to  a  worthy  cause.  In  effect  it  would  increase  the  exemp- 
tion for  the  estate  which  at  present  is  $60,000. 

Like  any  assets  which  are  bequeathed  to  an  institution  by  will  but 
over  which  the  testator  retains  control  during  his  lifetime,  the  cash  value 
of  the  $100,000  policy  would  be  an  asset  available  to  the  policyowner  in 
case  of  need.  The  cash  value  would  be  increased  annually  by  compound 
interest;  at  age  65,  it  would  amount  to  more  than  $70,000. 

Anniversary  funds.  Some  persons  who  set  great  store  by  anniversary 
remembrances  have  provided  life  insurance  funds  to  continue  Christmas 
and  birthday  gifts  for  their  families.  We  heard  of  a  widow  who,  in  addition 
to  her  monthly  life  insurance  income,  receives  annually  a  hundred  dol- 
lars "from  her  husband"  on  their  wedding  anniversary. 

Such  annual  payments  are  usually  made  under  a  policy's  instalment 
settlement  option. 

Or,  the  policy  proceeds  may  be  made  payable  to  a  trust  company 
authorized  to  distribute  the  income  and  principal  as  anniversary  pay- 
ments to  the  named  beneficiaries. 
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Survivors  to  Age  65 


THERE  was  an  old  life  underwriter  in  the  middlewest  who,  like  most 
of  us,  had  a  few  stock  ideas  and  phrases  that  he  used  over  and  over 
for  years.  One  of  them  was:  "Life  insurance  is  for  either-or.  Either  for 
me  if  I  live  or  for  my  family  if  I  die  too  soon.  Either  for  you  if  you  live  or 
for  your  family  if  anything  happened  to  you.  Naturally,  you  want  to  be 
protected  both  ways,  don't  you?" 

What  are  the  chances  of  being  aUve  at  65?  Roughly,  at  age  35  the 
odds  of  surviving  to  65  are  3  out  of  5 — about  40  per  cent  will  have  died; 
about  60  per  cent  will  be  living — and,  perhaps,  facing  retirement  and 
estimating  the  income  they  can  count  on  for  the  rest  of  their  lives. 

Here  are,  say,  10,000  men  each  of  whom  buys  a  $10,000  participat- 
ing straight  life  policy  at  age  35.  They  all  keep  their  policies  in  force 
until  they  have  either  died  or  have  reached  age  65. 

About  3,600  beneficiaries  each  have  received  $10,000  in  payment  of 
a  death  claim.  About  6,400  policyowners  are  still  living  and  they  can,  if 
they  wish,  cash  in  their  policies  for  $5,600  each. 

Or,  under  an  income  settlement  option  (20  years  certain)  of  their 
policies,  each  could  (at  age  65)  exchange  his  $5,600  cash  value  for  a 
guaranteed  life  income  of  $27.94  a  month — $335.28  per  annum. 

At  age  65,  a  $100,000  straight  life  policy  issued  by  the  same  com- 
pany at  age  35  would  have  a  guaranteed  cash  value  of  $56,000  that  would 
provide  a  guaranteed  life  income  of  $279.40  a  month,  a  total  of 
$3,352.80  per  annum. 

The  certainty  of  a  substantial  provision  either  way  suggests  that,  ex- 
cept for  a  savings  account,  the  average  husband  should  invest  all  his 
savings  in  life  insurance  with  cash  values  until  the  total  amount  of  his 
insurance  is  sufficient  to  provide  for  his  own  or  his  family's  minimum 
needs.  Then,  if  he  wants  to  invest  in  other  things  he  can  do  so  in  good 
conscience,  knowing  that  he  has  established  a  financial  foundation  that 
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will  always  be  safe,  as  has  been  proved  by  experience  over  a  period  of 
nearly  200  years. 

Under  a  dividend  option  of  participating  policies,  the  cash  values 
and  life  incomes  at  age  65  can  be  made  substantially  larger  by  leaving 
dividends  with  the  company  to  accumulate  at  compound  interest  (or  to 
purchase  additional  paid-up  insurance)  instead  of  applying  the  dividends 
to  reduce  the  annual  premium  payments. 

Of  course,  it  is  unlikely  that  a  company's  dividend  scale  will  be  the 
same,  year  after  year,  from  age  35  to  65.  But,  though  dividends  may  vary, 
up  or  down,  according  to  varying  economic  conditions,  the  record  of 
dividend  payments  is  sufficiently  steady  to  make  it  interesting  to  consider 
the  results  if  the  current  dividend  scale  were  continued  without  change. 

In  the  same  company,  based  on  its  1960  dividend  scale  and  interest 
rate,  if  all  premiums  were  paid  in  full  year  after  year  and  all  dividends 
were  left  with  the  company  to  accumulate  at  compound  interest,  the 
results  under  a  $10,000  policy  issued  at  35  would  be  as  follows:  Cash 
value  increased  from  $5,600  to  $8,766.30;  annuity  life  income  increased 
from  $27.94  to  $43.74 — or  from  $335.28  to  $524.88  per  annum. 

For  a  $100,000  policy  the  results  would  be:  Cash  value  increased 
from  $56,000  to  $87,663.  Life  annuity  income  increased  from  $279.40 
a  month  to  $437.40  or  from  $3,352.80  a  year  to  $5,248.80. 

Compare  the  total  cost  with  the  results  at  65 :  Total  of  cash  value, 
dividends  and  interest,  $87,663;  total  premiums  paid  during  30  years, 
$70,770.  Gain:  $16,893. 

But  that  is  not  all.  Each  year  for  30  years  the  fortunate  policyowner 
who  is  living  at  age  65  has  paid  his  share  of  the  death  claims  of  the  un- 
fortunate ones  for  the  benefit  of  their  widows  and  children. 

We  once  knew  a  slogan  expert,  a  remarkable  fellow  who  made  his 
living  by  writing  slogans  for  all  kinds  of  enterprises.  One  day,  at  my  desk, 
he  gave  me  a  demonstration.  For  ten  minutes  or  so  he  rapidly  wrote 
scores  of  slogans  for  various  kinds  of  business.  Finally,  he  said,  "Here  is 
something  for  life  insurance"  and  from  his  pen  flowed  the  following:  "In 
union  there  is  strength"  and  "All  for  one  and  one  for  all." 

In  most  companies,  the  cash  value  may  be  converted  into  a  joint  an- 
nuity for  two  persons.  Thus  at  retirement  a  husband  whose  wife  is  living 
may  obtain  a  monthly  income  payable  while  both  are  living  and  con- 
tinuing for  the  lifetime  of  the  survivor  after  the  first  death. 

In  two  ways  there  is  a  gain  in  spendable  income  from  life  annuities  as 
compared  with  incomes  from  other  conservative  investment:  a  much 
larger  return  from  the  capital  invested  and  an  advantage  in  the  payment 
of  the  federal  income  tax.  The  tax  is  levied  only  on  the  interest  portion 
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of  the  annuity.  We  know  of  a  case  in  which  an  annuity  of  about  $8,000 
is  currently  taxed  as  if  the  income  were  only  about  $3,000. 

The  annuity  income  is  guaranteed  for  life  and  may  provide  a  certain 
refund  to  a  beneficiary  if  the  policyowner  dies  before  certain  payments 
have  been  made  to  him. 

In  case  of  a  joint  annuity  there  may  be  a  refund  to  a  beneficiary  if 
both  die  before  certain  payments  have  been  made. 

Single  Premium  Life  Annuities.  The  single  premium  life  annuity 
solves  a  problem  for  many  men  and  women,  especially  elderly  persons, 
who  though  they  have  a  substantial  capital  do  not  have  enough  to  produce 
the  income  they  need  from  interest  alone. 

The  life  annuity  income  consists  of  payments  from  interest  and 
principal.  Instead  of,  say,  4  per  cent  interest,  a  life  annuity  beginning  at 
age  65  would  pay  a  man  about  8  per  cent  of  the  single  premium  paid  or 
about  7  per  cent  to  a  woman— $8,000  or  $7,000  a  year  from  $100,000 
instead  of  $4,000  of  interest  only. 

The  life  annuity  is  payable  for  life,  ceasing  at  death. 

Of  great  value  also,  especially  to  elderly  persons  and  to  any  who  are 
not  experienced  investors,  is  that  the  annuity  income  is  guaranteed.  The 
vahdity  of  the  insurance  companies'  guarantee  has  been  proven  over  a 
period  of  nearly  200  years. 

You  can  pay  an  even  amount  of  single  premium  and  receive  an  odd 
amount  of  income  or  you  can  pay  an  odd  amount  of  premium  and  receive 
an  even  amount  of  income.  Example:  In  one  company,  at  age  65  a  pre- 
mium of  $13,000  will  provide  (for  men)  an  annual  payment  of  $953.52, 
or  a  premium  of  $13,633  will  provide  $1,000  a  year.  Premium  rates  vary 
somewhat  in  different  companies. 

As  indicated  in  an  example  above,  the  amount  of  income  (payable 
monthly,  quarterly,  semi-annually  or  annually)  depends  on  the  age  and 
sex  of  the  policyowner,  who  is  called  the  annuitant.  Since  women  live 
longer  than  men,  the  premium  rates  for  women  are  higher  than  for  men. 
And  the  older  the  annuitant  when  the  income  begins,  the  larger  the  income 
will  be. 

Other  examples:  At  age  65  one  company's  single  premium  for  a 
life  annuity  of  $100  a  month  is  $16,360  for  men  and  $18,720  for 
women.  At  age  30  it  is  $34,146  for  men  and  $35,71 1  for  women. 

Obviously,  the  annuity  is  much  more  attractive  at  the  older  ages. 
At  young  ages,  the  income  may  not  be  much  if  any  larger  than  the  interest 
on  sound  securities.  Life  annuities  are  as  a  rule  purchased  at  the  older 
ages. 

When  a  life  annuity  is  purchased  for  a  young  person,  it  is  primarily 
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because  it  is  an  income  guaranteed  for  life.  Come  what  may,  perhaps 
for  a  half-century  or  more,  in  good  and  bad  times  and  under  all  con- 
ditions of  physical  or  mental  health,  the  annuity  will  be  paid  as  due.  In 
another  chapter  we  cited  the  case  of  a  father  who  purchased  a  life  an- 
nuity of  $1,000  a  year  as  a  wedding  present  for  his  daughter  who  was  25 
years  old.  We  heard  from  her  when  she  was  a  widow,  aged  75,  still 
receiving  $1,000  a  year  from  her  annuity.  We  cited  another  case,  a 
woman  aged  70  who  had  received  an  annuity  income  for  63  years,  since 
she  was  a  little  girl  only  seven  years  old.  In  these  two  instances  the  in- 
comes were  not  much,  if  any  larger  than  the  interest  rates  on  certain  high- 
grade  bonds.  But — in  what  other  way  could  the  incomes  have  been  as- 
sured without  fail  for  such  long  periods! 

There  are  three  advantages  in  owning  life  annuities  assured  by  life 
insurance  companies:  (1)  the  relatively  large  returns  on  the  capital  in- 
vestment for  the  older  ages;  (2)  the  security  of  a  fixed  amount  of  guaran- 
teed income,  as  proved  over  a  period  of  two  centuries;  and  (3)  the  lower 
federal  income  tax  payable  on  annuities  as  compared  with  the  tax  on 
equal  amounts  of  other  income. 

Thus,  there  are  two  ways  in  which  for  a  given  amount  of  principal 
the  annuitant  obtains  an  increase  in  spendable  income — a  gain  in  total  in- 
come received  and  a  lower  federal  income  tax  than  he  would  pay  on  an 
equal  amount  of  other  income. 

A  popular  form  of  life  annuity  is  the  single  premium  joint  and  sur- 
vivor annuity,  based  on  two  lives,  e.g.,  a  husband  and  wife. 

Two  examples:  $300  a  month  payable  to  them  jointly  while  both 
are  living  and  continued  to  the  survivor  after  the  first  death.  Or,  for  a 
smaller  premium,  $300  a  month  while  both  are  living  and  $200  a  month 
to  the  survivor. 

Another  plan  would  be  a  combination  of  a  joint  and  survivor  an- 
nuity and  two  "single"  annuities — one  on  each  life:  e.g.,  a  joint  and  sur- 
vivor annuity  of  $100  a  month  and  a  separate  annuity  of  $100  a  month 
for  the  wife  and  one  of  the  same  amount  for  the  husband.  This  would 
provide  $300  a  month  while  both  were  living  and  $200  a  month  for  the 
survivor. 

An  annuity  may  be  had  with  or  without  refund.  Without  refund, 
after  the  death  of  the  annuitant  there  are  no  further  payments  to  anyone. 
If  the  annuity  is  with  refund,  then  in  case  the  annuitant  dies  before  receiv- 
ing a  total  of  payments  equal  to  the  single  premium  paid,  the  difference 
will  be  paid  in  cash  or  instalments  to  a  named  beneficiary,  or  in  cash  to 
the  estate  of  the  annuitant  or  to  the  estate  of  a  beneficiary  who  dies  be- 
fore receiving  all  due  instalments.  Of  course,  the  single  premium  rates  are 
higher  for  annuities  with  refund  than  for  those  without  this  provision. 
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Who  should  buy  and  who  should  not  buy  annuities?  As  a  rule,  a 
person  who  has  dependents  should  not  purchase  an  annuity  for  himself; 
nor  for  a  dependent  (with  one  exception  that  will  be  explained  later). 

A  husband  or  parent  should  use  life  insurance  with  cash  values  for 
two  purposes — (1)  to  provide  for  dependents  in  event  of  his  untimely 
death  and  (2)  to  provide  an  income  for  his  own  retirement  years.  Not 
until  he  owns  enough  life  insurance  to  provide  adequately  for  his  family's 
needs  should  one  consider  the  purchase  of  annuities  for  himself. 

However,  as  already  stated,  for  many  elderly  persons  who  have  a 
substantial  amount  of  capital  but  not  enough  to  produce  adequate  income 
from  interest  alone,  the  life  annuity  offers  a  solution  to  a  serious  problem. 
One  more  example,  a  monthly  annuity  (without  refund) :  At  4  per  cent 
interest  $100,000  will  produce  only  $4,000.  But,  in  one  company,  at 
age  65  a  single  premium  of  $100,000  would  purchase  a  life  annuity  in- 
come for  a  man  of  $611  a  month  ($7,332  for  the  year)  or  for  a  woman 
$534  a  month  (about  $6,408  for  the  year) . 

There  are  three  types  of  annuities.  First,  the  life  annuity  just  de- 
scribed which  is  called  an  immediate  annuity,  because  payment  of  the  in- 
come is  not  deferred  to  a  future  age;  e.g.,  monthly  payments  begin  at  the 
end  of  the  first  month  following  payment  of  single  premium,  (the  entire 
cost  being  paid  in  one  sum  at,  say,  age  60  or  65 ) . 

Then  there  is  the  retirement  annuity  purchased  at  younger  ages,  say, 
30  or  35,  by  the  payment  of  annual  premiums  to  provide  for  one's  re- 
tirement age,  say  65.  But  a  retirement  annuity  should  not  be  purchased 
by  one  who  has  dependents  unless  he  has  already  provided  adequately 
for  his  dependents  with  life  insurance  which  also,  by  its  cash  values, 
provides  substantially  for  his  own  old  age  if  he  survives. 

The  third  type  of  annuity  is  the  survivorship  annuity  which  really  is 
a  form  of  life  insurance  payable  to  a  beneficiary  as  a  life  income.  The 
survivorship  annuity  is  usually  indicated  only  when  a  young  person  wants 
to  assure  a  life  income  to  a  much  older  person,  as  in  the  case  of  a  son 
30  or  35  years  old  who  wants  to  protect  his  mother  or  grandmother  or  an 
aunt.  In  such  cases  the  annual  premium  rates  are  low  because,  on  the 
average,  the  older  beneficiaries  will  predecease  the  persons  insured.  The 
premium  rates  are  much  higher  for  parents  who  would  buy  survivorship 
annuities  for  the  benefit  of  their  children. 

There  are  both  participating  and  nonparticipating  annuities.  Partici- 
pating annuity  incomes  are  increased  by  the  payment  of  dividends  from 
surplus  earnings.  Participating  premium  rates  are  a  little  higher  than  the 
nonparticipating  rates. 
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Compare — Settlements 


COMPARE  the  simplicity,  convenience,  and  certainty  of  life  insurance 
payable  to  named  beneficiaries  (e.g.,  to  your  "wife  Mary")  vs.  the 
inheritance  of  an  estate. 

For  the  widow,  next  in  importance  to  the  need  for  money  when  her 
husband  dies  is  the  need  to  receive  it  without  delay. 

Compare  the  promptness,  the  person-to-person  immediacy  with 
which  a  life  insurance  company  pays  its  death  claims  vs.  the  delays  and 
uncertainties  in  the  settlement  of  an  estate,  including  any  life  insurance 
payable  to  the  estate. 

In  the  payment  of  life  insurance  to  named  beneficiaries,  there  is  no 
intervention  of  court  proceedings  as  in  the  settlement  of  an  estate.  The 
money  is  paid  directly  to  the  person  named  in  the  poUcy  as  the  beneficiary 
("wife  Mary,"  "dau^ter  Jane"). 

Payment  of  the  proceeds  of  a  life  insurance  policy  in  a  lump  sum 
and  also  the  first  monthly  payment  of  an  instaUment  income  is  usually 
made  within  a  few  days  after  due  proof  of  death  is  received  at  the  com- 
pany's head  office;  and  the  transaction  is  complete,  except  as  to  future 
payments  of  income  and  funds  left  with  the  company  on  deposit  at  in- 
terest, subject  to  withdrawal. 

A  policyowner  may  have  policies  payable  to  his  estate  of  which  he 
intends  to  make  his  wife  and  children  the  named  beneficiaries.  If  by  over- 
sight or  procrastination  he  fails  to  make  the  change,  then  at  his  death  the 
policy  proceeds  do  not  go  directly  to  his  family  but  to  his  executor  or 
administrator;  subject,  like  other  properties  of  the  estate,  to  the  delays  of 
probate  and,  being  cash,  liable  more  than  other  properties,  to  dissipation 
in  the  liquidation  of  claims  against  the  estate. 

At  death  all  the  assets  of  an  estate,  including  life  insurance  policies 
payable  to  "the  executor,  administrator  or  assigns"  of  the  policyowner, 
are  subject  to  the  claims  of  creditors  and  tax  collectors!  The  assets  pass 
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into  the  jurisdiction  of  the  probate,  or  surrogate,  court.  (In  some  states 
"surrogate"  is  the  name  given  to  the  probate  judge,  the  oflBcer  in  charge 
of  settling  estates.)  The  probate  court  makes  sure  that  all  properties  are  in 
hand  for  proper  distribution  and  that  the  provisions  of  a  will  are  complied 
with.  If  there  is  no  will  the  net  estate  is  distributed  in  accordance  with 
the  state  laws  of  inheritance. 

The  noun  "probate"  means  proof;  the  verb,  to  "prove."  The  first 
function  of  the  probate  court  is  to  prove  everything — such  as  the  vaUdity 
or  genuineness  of  a  will,  the  intent  of  its  provisions,  and  the  validity  of 
claims. 

Under  the  supervision  of  the  court,  the  executor  or  administrator 
proceeds  to  collect  the  assets  of  the  estate  and  to  provide  for  the  payment 
of  aU  claims  against  the  estate — debts  of  various  kinds,  local  and  income 
taxes  accrued  or  due  but  unpaid  as  well  as  federal  estate  and  state  in- 
heritance taxes,  if  any. 

There  may  be  disagreements  over  certain  claims  or  the  interpreta- 
tion of  the  will,  conferences  with  lawyers,  creditors  and  tax  authorities. 
Not  infrequently  a  will  is  contested  and  there  is  a  long  drawn-out  suit  in 
the  law  courts.  (If  there  had  never  been  such  delays  during  probate, 
Dickens  could  not  have  written  one  of  his  great  novels.  Bleak  House;  out- 
come of  the  interminable  lawsuit  in  the  case  of  Jarndyce  and  Jarndyce — 
assets  of  the  estate  devoured  by  legal  costs. ) 

If  he  can  find  the  money,  even  by  selliug  properties  of  the  estate,  the 
executor,  or  administrator,  pays  all  legitimate  claims,  and  also  the  cost 
of  administering  the  estate,  including  the  executor's  fee,  court  costs  and, 
often,  fees  for  legal  advice,  all  subject  to  the  approval  of  the  probate 
judge. 

In  the  meantime,  if  the  widow,  who  must  wait  some  months  or 
longer  before  receiving  her  share  of  the  estate,  requires  income  for  living 
expenses,  she  applies  to  the  court  for  an  allowance,  and  what  she  receives 
will  be  at  the  discretion  of  the  court,  depending  on  the  condition  of  the 
estate. 

The  settlement  of  an  estate,  even  a  small  one,  takes  time — perhaps  a 
year  or  more. 

Compare  aU  these  delays,  postponements,  and  uncertainties  with 
the  certainty  and  the  speed  with  which  payment  of  life  insurance  pro- 
ceeds is  made  to  named  beneficiaries. 

In  Probe,  a  life  insurance  publication,  we  have  just  read  of  a  case 
that  is  a  striking  example  of  the  contrast  between  the  prompt  payment  of 
life  insurance  proceeds  and  the  delays  of  probate:  "a  claim  of  $750,000 
[of  life  insurance]  which  was  paid  in  two  days*  while  it  took  the  executor 
six  years  to  get  any  money  out  of  the  rest  of  the  million  dollar  estate." 
*  That  is,  within  two  days  after  the  company  received  due  proof  of  death. 
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Many  delays  in  the  settlement  of  an  estate  are  unavoidable.  But 
those  commonly  incident  to  the  paying  of  approved  claims,  and  tax 
Liabilities,  fees  and  other  costs  will  be  prevented  if  there  is  an  adequate 
life  insurance  clearance  fund. 

The  executor  or  administrator,  must  have  cash.  There  is  rarely 
enough  in  the  deceased's  savings  bank  and  checking  accounts,  or  assets 
that  can  be  sold  without  some  loss.  A  cash  payment  of  life  insurance  to 
the  estate  is  a  welcome  solution  to  the  executor's  problem,  but  an  un- 
fortunate event  for  the  family  if  it  was  money  that  had  been  meant  for 
their  relief  or  support.  For  much,  or  most,  or  all  of  it  may  be  used  to  pay 
obligations  of  the  estate  and  there  will  be  less,  or  little,  or  none  of  it  in 
the  net  estate  to  be  distributed  to  the  heirs. 

The  ownership  of  policies  for  the  specific  purpose  of  providing  cash 
to  settle  estates  has  become  one  of  the  most  common  of  all  modem  uses 
of  life  insurance.  A  well-ordered  life  insurance  program,  large  or  small, 
includes  a  clearance  fund.  Wealthy  men  who  feel  they  have  no  need  for 
life  insurance  to  assure  income  to  their  families  purchase  large  amounts — 
up  to  $100,000  or  $1,000,000 — to  assure  their  executors  of  cash  and  in 
this  way  avoid  shrinkage  in  their  estates  by  the  sale  of  properties  they 
would  hke  to  have  retained  for  their  heirs. 

We  have  seen  that  persons  who  are  meant  to  benefit  from  life  insur- 
ance should  be  named  in  the  pohcy  as  primary  and  secondary  (con- 
tingent) beneficiaries.  Therefore,  since  family  changes  occur,  all  bene- 
ficiary provisions  should  be  reviewed  from  time  to  time,  to  see  if  a  new 
designation  of  beneficiary  should  be  made. 

So  many  things  can  happen.  The  beneficiary  may  have  died.  A 
daughter  may  have  married  or  a  son  have  finished  college,  and  it  may  be 
advisable  to  have  poUcies  of  which  they  are  the  primary  beneficiaries 
changed  for  the  benefit  of  their  mother. 

A  policy  of  which  a  young  wife  is  the  beneficiary  is  usually  payable 
to  her  husband's  estate  if  she  predeceases  him.  A  child  is  bom.  Im- 
mediately the  child  should  be  named  as  contingent  beneficiary  of  the 
policy.  It  is  advisable  to  provide  in  advance  for  all  children,  including 
future  ones,  as  contingent  beneficiaries,  "share  and  share  alike."  Then 
as  each  child  is  born  (or  adopted)  the  name  can  be  sent  to  the  company  to 
record. 

Or,  a  widower  who  is  a  father  remarries.  In  naming  his  wife  as 
beneficiary  of  policies  already  in  force  or  of  new  policies,  he  should  take 
care  to  see  that  "his"  children  are  named  as  contingent  beneficiaries,  in- 
cluding children  of  both  marriages;  and  so  on. 

Desired  or  necessary  beneficiary  changes  should  be  made  as  soon  as 
the  need  for  new  designations  arise.  Delays  can  really  be  dangerous.  The 
same  admonition  applies,  of  course,  to  wills. 
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Compare:  the  widow's  certainty  of  income  and  security  of  principal 
under  a  life  insurance  program  vs.  the  all  too  common  alternative  of 
trying,  as  an  amateur,  to  manage  her  money,  perhaps  as  unqualified  as 
if  she  were  entering  a  golf  tournament  before  she  had  ever  played  a  single 
game.  And  there  is  so  much  at  stake — her  lifetime  security! 

With  a  guaranteed  monthly  income  from  life  insurance  that  con- 
tinues through  hard  times  as  well  as  the  good,  she  has  only  one  respon- 
sibility— to  deposit  her  checks  in  her  bank  account. 

As  to  security,  her  principal,  left  with  the  life  insurance  company,  is 
mingled  with  its  total  assets,  which  are  invested  in  hundreds  of  high-grade 
securities,  affording  an  extraordinary  degree  of  diversification.  The  com- 
panies are  restricted  by  law  as  to  the  types  of  security  they  may  invest  in. 
The  major  part  of  their  holdings  are  obligations  rather  than  equities.  As 
a  rule,  only  a  small  percentage  of  their  assets  is  in  stocks. 

Diversification  is  not  only  in  the  great  number  of  different  invest- 
ments but  also  in  various  other  ways:  (1)  by  types  of  security — chiefly 
mortgage  bonds,  first  mortgages  on  real  estate,  policy  loans  to  poUcy- 
owners  and,  to  a  small  extent,  preferred  and  common  stocks  and  real 
estate  owned;  (2)  by  government  securities,  federal,  state,  county  and 
municipal;  (3)  by  kinds  of  enterprise — public  utilities,  manufactures, 
railroads  and  other  companies;  and  (4)  as  to  geographical  location — in 
many  or  all  of  our  states  and  in  Canada. 

Best's  Life  Insurance  Reports  for  1961  shows  the  following  distribu- 
tion of  assets  for  United  States  life  insurance  companies  in  1960. 

Bonds  (Public  Utilities,  Industrial,  Government,  others)    49.0% 

Mortgage  Loans  on  Real  Estate  34.9% 

Policy  Loans  to  Policyowners  4.4% 

Real  Estate  Owned  3.1% 

Preferred  and  Guaranteed  Stocks  1.5% 

Common  Stocks  2.7% 

Other  Assets  (Cash,  etc.)  4.4% 

100.0% 
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There  are,  of  course,  many  stocks  that  are  sound  investments — and 
many  that  are  not. 

Some  men  and  women  have  learned  to  be  competent  investors  in 
stocks.  Most  of  the  relatively  few  who  have  become  wealthy  have  suc- 
ceeded by  owning  shares  of  well-managed  companies  in  essential  in- 
dustries. But  this  does  not  alter  the  fact  that  there  are  great  risks  in 
stock  ownership,  especially  hazardous  for  one  who  is  dependent  for  a 
living  on  continuity  of  income  from  securities. 

Of  the  thousands  of  companies  whose  shares  have  been  sold  on  the 
New  York  Stock  Exchange,  there  are  less  than  50  that  have  paid  divi- 
dends every  year  for  50  years  or  more;  that  is,  for  a  not  very  long  life- 
time. And  some  of  these  have  from  time  to  time  been  forced  to  reduce  or 
suspend  a  quarterly  dividend.  A  company  more  than  100  years  old 
has  just  announced  a  sharp  cut  in  its  dividend.  Among  its  stockholders  are 
thousands  of  women,  many  of  them  widows  and  minor  children,  some 
of  whom,  no  doubt,  will  be  embarrassed  by  this  reduction  of  income. 

It  is  well  known  that  many  widows  place  their  life  insurance  funds  in 
stocks  that  do  not  qualify  as  safe  investments.  But  a  fact  that  seems  to  be 
less  well  understood  is  that  what  appears  to  be  a  sound  investment  today 
may  in  a  few  years  or  even  a  few  months  turn  out  to  have  been  a  poor  one. 
Many  a  man  or  woman  who  has  bought  a  security  long  considered  a 
good  investment  has  the  next  day  learned  that  the  company  was  in  some 
serious  trouble  just  disclosed  to  the  pubUc.  That  very  day  sales  of  the 
stock  are  made  at  a  loss  because  it  is  feared  that  earnings  and  dividends 
and  perhaps  the  value  of  the  security  will  decline. 

The  decline  of  a  once  successful  business  may  be  due  to  any  of  sev- 
eral causes — a  recession  in  the  general  economy  or  in  the  demand  for  the 
product  or  services  of  an  entire  industry;  or  a  company's  lack  of  com- 
petitive leadership  in  production  or  sales;  or  financial  mismanagement; 
and  so  on. 

Some  unanticipated  change  may  take  the  investor  unawares.  Or,  if 
he  recognizes  it,  he  may  not  consider  it  a  threat  to  his  investment  and 
holds  on  until  he  cannot  sell  and  reinvest  without  a  loss.  Thus,  even 
experienced  investors  make  mistakes  and  suffer  severe  losses. 

Let  us  consider  only  one  type  of  change  that  has  caused  hundreds  of 
thousands  of  investors,  a  great  many  of  them  widows,  to  lose  considerable 
or  large  sums  of  money — a  change  affecting  a  whole  industry  due  to  some 
new  discovery  or  invention,  or  the  fickleness  of  fashion. 

Take  transportation — the  demand  for  speed  and  comfort  in  travel. 
The  railroads  and  street  cars  displaced  the  once  highly  developed  stage 
coach  industry.  Gradually,  the  motor  car,  buses,  and  trucks  and  the  air- 
planes have  put  the  street  car  companies,  with  their  many  millions  of  dol- 
lars of  trackage,  power  plants  and  rolling  stock,  out  of  business  and 
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brought  the  raikoads  to  the  extremity  of  seeking  government  aid.  Motor 
transportation  practically  destroyed  the  horse  and  mule  market  and  the 
manufacture  of  buggies  and  carriages  and  horse-drawn  trucks,  harness, 
and  saddles. 

The  fine  theatres  devoted  to  stage  plays,  which  we  once  had  all  over 
the  country,  and  which  brought  to  our  home  towns  the  stars  of  Europe 
and  the  United  States  and  their  comedies  and  dramas  that  had  been  hits 
in  London  and  New  York,  gradually  gave  way  to  the  movies,  which  in 
time  yielded  much  of  their  success  to  television. 

The  iceman  who  used  to  come  to  your  house  bowed  to  electric 
refrigeration.  With  the  invention  of  the  automatic  furnace,  coal  was 
largely  superseded  by  oil  and  gas.  And  what  will  be  the  future  of  the  oil 
and  natural  gas  industries  if  the  atomic  energy  we  are  promised  becomes 
available  for  heat,  light  and  other  needs  of  power? 

Already  it  is  being  rumored  that  with  the  development  of  atomic 
energy  by  fusion,  instead  of  fission,  there  may  be  a  decline  in  the  demand 
for  uranium,  which  is  causing  concern  on  the  part  of  some  Canadian  ore 
companies. 

Change  in  fashions:  What  happened  to  the  once-prosperous  men's 
hat  industry?  Very  simple.  Too  many  men  stopped  wearing  hats.  And 
petticoats!  A  generation  ago  one  would  have  believed  that  the  voluminous 
layers  of  billowing  cotton,  woolen  and  silk  petticoats  women  had  been 
wearing  for  hundreds  of  years  would  go  on  forever.  However,  they  were 
soon  to  become  only  a  subject  for  the  costume  historian. 

We  recall  a  manufacturer  who  paid  no  heed  to  the  signs  of  the  times. 
Like  his  father,  he  had  a  thriving  business  when  women  wore  those  taf- 
feta silk  petticoats  that  musically  swished  and  rustled  and  showed  a  flash 
of  red,  blue,  green  or  yellow  as,  in  crossing  a  street  or  mounting  a  stair- 
way, milady  lifted  a  handful  of  skirts  that  reached  to  her  heel  and  instep. 
This  man  felt  sure  there  would  always  be  a  demand  for  these  entrancing 
silk  petticoats.  Doggedly,  he  kept  on  making  them  after  women  began  to 
change  to  the  figure-sUmming  garments  of  today.  Eventually,  his  company 
was  bankrupt. 

All  such  changes  mean  losses  of  millions  of  dollars,  unless  the  com- 
panies affected  have  the  imagination  to  foresee  what  will  happen  and 
switch  to  something  in  tune  with  the  times.  Like  Studebaker,  which,  for 
years,  was  a  household  word  among  the  farmers  for  their  farm  wagons 
on  which  one  saw  the  name  Studebaker  all  over  the  country.  Studebaker 
switched  to  automobiles  and  is  still  in  business. 

In  a  current  advertisement,  an  old  firm  of  stock  brokers  issues  a 
warning  to  those  investors  whom  they  call  "stubborn"  stockholders — 
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those  who  "are  sure  the  stocks  they  own  are  the  best  they  can  buy."  .  .  . 
"They  don't  seem  to  realize,"  the  ad  says,  "that  investment  values  do 
change  with  the  passage  of  time — that  what  was  a  good  buy  five  or  ten 
years  ago  might  make  an  even  better  sale  today." 

Too  often  an  investor  buys  shares  of  good  stocks,  puts  them  in  his 
safe  deposit  box  and  then,  so  long  as  dividends  are  not  reduced,  "forgets" 
them.  If  the  companies  run  into  trouble,  one  may  not  be  aware  of  it  until 
it  is  generally  known  and  it  is  too  late  to  sell  and  reinvest  without  a  loss. 

The  widow's  money,  which  she  must  invest  for  income  (perhaps  all 
or  most  of  what  she  will  have  to  live  on) ,  must  not  only  be  placed  in  sound 
stocks  and  bonds.  As  conditions  change,  it  may  become  necessary  to 
reinvest  in  other  securities  that  are  at  the  time  better  values.  Later,  these, 
too,  may  have  to  be  sold  and  the  proceeds  again  reinvested.  This  requires 
more  foresight  and  acumen  than  most  investors  are  capable  of. 

A  good  many  years  ago  New  England  was  rocked  by  the  financial 
collapse  of  two  railroads  whose  stocks  and  bonds  had  long  been  con- 
sidered prime  investments.  In  our  fiiles  is  an  editorial  on  these  failures, 
clipped  from  one  of  the  oldest  newspapers  in  the  country,  which  reads, 
in  part,  as  follows:  "For  years  frugal  people  have  been  putting  their 
savings  into  these  stocks.  When  a  New  Englander  wanted  to  lay  aside 
money  to  protect  his  family  ...  he  was  apt  to  put  it  into  the  stock  of  one 
or  both  of  these  roads.  How  real  a  thing  the  interest  of  widows  and 
orphans  in  these  companies  has  become  is  shown  by  the  following 
figures ..." 

In  one  of  these  companies  58.9  per  cent  of  the  stockholders  were 
women,  or  trusts  or  guardianships  for  women  and  children.  In  the  other 
company  62.2  per  cent  were  women  and  children. 

For  a  great  many  years  the  stock  of  one  of  these  companies  paid 
handsome  dividends.  It  had  sold  as  high  as  $210  a  share.  It  has  never 
recovered  from  its  failure  due  to  its  financial  collapse  in  a  grandiose  at- 
tempt, by  a  president  who  was  more  of  a  promoter  than  a  railroad  man, 
to  own  a  monopoly  of  transportation  facilities  in  the  area,  including 
street  railway  companies  and  coastwise  shipping.  In  1961  the  stock 
sold  for  $2  a  share — has  paid  no  dividends  for  years  and  years. 

At  present  a  very  high  percentage  of  the  stockholders  of  many  com- 
panies are  widows  who  have  inherited  from  their  husbands.  We  know  of 
one  who,  in  spite  of  warning,  retained  the  stock  of  a  great  company,  now 
in  trouble,  because  her  husband  had  advised  her  never  to  sell  it — "it 
would  always  be  good."  It  can  be  dangerous  to  have  a  sentimental  at- 
tachment to  a  stock,  as  many  people  do  have. 

Trust  companies  are  constantly  warning  their  clients  not  to  direct 
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in  their  trust  agreements  that  any  specific  securities  be  held  permanently 
but  to  give  the  trustee  permission  to  sell  and  reinvest  if  new  conditions 
indicate  that  a  company  may  decline  in  earning  power  and  value. 

It  is  hard  "to  earn  enough  to  save  enough"  for  future  needs.  It  is 
even  harder  to  keep  what  we  have  saved. 

Investing  prudently  in  the  first  place  and  then  defending  our 
limited  capital  for  the  rest  of  our  lives  is  an  ever-demanding  task.  And  the 
less  we  have!  The  wealthy  man  or  woman  may  lose  a  lot  and  still  have  a 
lot  left.  The  average  man  or  woman  who  loses  a  little  may  suffer  sorely 
for  want  of  that  little. 

How  many  widows,  do  you  think,  possessed  as  they  are  of  no  more 
than  they  need  for  very  simple  living,  have  the  necessary  knowledge, 
patience,  and  the  wiU  to  work  at  managing  their  money  for  the  rest  of  their 
lives?  Yet  who,  of  all  men  and  women,  needs  so  much  to  be  always 
secure  against  the  loss  of  income  or  principal  as  the  widow,  especially  if 
she  is  the  mother  of  young  children? 


Every  state  in  the  Union  has  enacted  laws  the  intent  of  which  is  to 
afford  protection  to  those  whose  savings  are  placed  in  life  insurance,  sav- 
ings banks,  and  trusts. 

Until  recently,  life  insurance  companies  domiciled  in  New  York 
State  were  by  law  prohibited  from  owning  any  stocks.  Now  the  New 
York  law  permits  them  to  invest  a  small  percentage  of  their  assets  in 
preferred  and  common  stocks  that  qualify  with  a  record  of  earnings,  as 
defined  in  the  law. 

As  of  December  31,  1960,  one  life  insurance  company,  with  over 
$7  billion  of  assets  had  4.5  per  cent  of  the  total  in  preferred  stocks  and 
3.4  per  cent  in  common  stocks;  of  each  $1,000  of  assets  $45  was  in 
preferred  stocks  and  $34  in  common  stocks. 

If  wives  are  thus  protected  by  law  before  they  become  widows,  it 
would  seem  that  husbands  should  take  firm  steps  to  see  that  they  are  also 
protected  against  risks  after  they  become  widows.  The  best  measures  for 
such  protection  are  incomes  guaranteed  by  the  life  insurance  company. 

As  to  bonds :  Does  the  average  widow  know  that,  although  in  gen- 
eral bonds  are  a  safer  investment  than  stocks,  she  could,  as  many  others 
have  done,  lose  money  in  the  bond  market?  There  are  low-grade  as  well 
as  high-grade  bonds — bonds  in  default  of  interest;  companies  which  at 
maturity  have  been  unable  to  repay  the  principal  of  the  loan.  Even  today 
there  are  certain  bonds  originally  purchased  for  $  1 ,000  each  that  can  be 
bought  for  less  than  $500. 

Does  the  widow  know  the  difference  between  mortgage  bonds  and 
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debentures?  A  number  of  husbands  have  told  us  they  doubted  if  their 
wives  know  the  difference  between  stocks  and  bonds. 

Does  the  average  widow  seeking  advice  really  understand  her 
banker  or  broker  as  he  talks,  pro  or  con,  about  some  investments? 

Does  she  realize  that  the  interest  on  government  bonds  is  the  lowest 
because  the  security  is  the  highest?  And  that  a  very  high  interest  rate 
suggests  that  the  security  may  be  questionable? 

She  would  instantly  know  the  difference  between  the  quahty  of  two 
mortgages  on  residential  properties  she  could  go  and  see,  inside  as  well 
as  outside — one  in  a  poor  neighborhood,  rundown,  in  need  of  paint  and 
a  new  roof;  the  other  in  an  attractive  development  in  good  repair.  Does 
she  know  that  a  $1,000  mortgage  bond  is  a  $1,000  share  in,  perhaps,  a 
multi-million  dollar  mortgage  on  the  properties  of  a  corporation  and  that 
the  bond  is  as  good  only  as  the  value  of  the  property  and  the  management 
of  the  company?  For  information  as  to  the  value  of  such  a  security  she 
must  depend  on  her  broker. 

Would  she  be  surprised  to  learn  that  there  are  some  common  stocks 
that  are  much  safer  investments  than  certain  bonds? 

There  are  many  sound  investments.  But  how  is  the  widow  to  know 
which  they  are  and  why  they  are  good?  She  will  be  at  the  mercy  of  her 
advisers.  This  suggests  that  one  should  be  as  selective  in  choosing  a 
broker  as  in  deciding  on  the  purchase  of  securities. 

Some  people  may  wonder  why  it  is  that  life  insurance  companies 
and  savings  banks  pay  only  about  3  per  cent.  They  are  managed  by 
skilled  investors  who,  they  think,  should  be  able  to  select  sound  securities 
of  a  higher  yield. 

The  reason  is,  of  course,  twofold:  In  the  public  interest  these  men 
are,  by  law,  limited  as  to  the  kinds  of  securities  they  may  buy.  Also,  they 
have  been  indoctrinated  in  the  essential  idea  that  in  their  fiduciary  re- 
sponsibilities, in  the  words  of  a  life  insurance  slogan,  "safety  is  always 
the  first  consideration — nothing  else  is  so  important." 

All  through  the  great  depression  of  the  1930's,  when  millions  of 
people  all  round  the  world  suffered  frightful  losses  of  income  and  princi- 
pal, our  life  insurance  companies  with  only  a  few  minor  exceptions  con- 
tinued to  pay  incomes  as  guaranteed  in  their  policy  contracts.  Only  about 
2  per  cent  of  their  total  assets  went  into  receivership.  In  the  course  of  re- 
covery from  the  depression,  as  the  market  values  of  securities  returned  to 
normal,  the  losses  amounted  to  only  a  fraction  of  1  per  cent  of  the  com- 
panies' total  assets .  * 

One  wonders:  Considering  the  certainty  of  income  from  the  life  in- 

*  See  Chapter  V  of  How  Life  Insurance  Can  Serve  You,  by  M.  Albert  Linton, 
Harper  and  Brothers,  1958. 


Life  and  Life  Insurance  124 

surance  companies,  proved  by  a  century  of  payments  through  all  wars, 
panics,  epidemics  and  depressions,  why  is  it  that  so  many  men  and  their 
wives  prefer  the  uncertainty  of  having  their  life  insurance  paid  in  a  lump 
sum  for  the  widow  to  manage — or  mismanage. 

Compare:  Two  widows,  one  of  whom  we  knew.  They  Uved  in  the 
same  block.  Their  husbands  had  died  in  the  same  year  and  each  had  left 
his  wife  a  large  amount  of  life  insurance. 

The  widow  we  knew  had  a  guaranteed  monthly  life  income.  She 
said,  "My  friend  got  all  her  money  in  cash.  I  feel  so  sorry  for  her.  With 
the  help  of  her  bank  she  hasn't  done  too  badly  with  her  investments,  but 
she  is  always  worried  about  some  stock.  In  that  awful  depression,  my 
guaranteed  income  kept  on  just  the  same;  but  her  dividends  went  down 
quite  a  lot.  Occasionally,  she  says,  T  had  that  dream  last  night' — that  she 
had  lost  all  her  money.  She  says  she  envies  me  because  I  never  have  to 
think  about  investments." 

And  there  was  the  widow  in  Arnold  Bennett's  novel  Riceyman 
Steps:  "She  had  a  cancer — ^not  a  physical  one — a  secret  abiding  terror 
lest  despite  all  her  outward  assurance  she  might  be  incapable  of  managing 
her  possessions.  The  more  she  inherited,  the  more  she  feared.  She  had  a 
vision  of  the  business  going  wrong,  of  her  investments  going  wrong,  and 
of  herself  in  poverty  and  solitude."  Perhaps  this  was  one  reason  why  she 
was  thinking  of  marrying  a  kindly,  thrifty,  miserly  neighbor  who  was  see- 
ing her  more  and  more  frequently. 
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Compare — Speculation 


COMPARE  the  assurance  of  an  unfailing  life  insurance  income  with  the 
"almost  certain  certainty"  of  loss  of  some  or  all  of  their  income  and 
principal  when  widows,  like  husbands,  try  to  make  a  quick  profit  by 
speculating  in  the  stock  market.  Even  if  they  win  they  will  try  again  and, 
sooner  or  later,  they  will  lose. 

The  investor  is  primarily  interested  in  values;  the  speculator,  in 
prices. 

The  investor  buys  good  stocks  for  income  or  a  gradual  increase  in 
value,  or  both.  The  speculator  buys  to  sell.  He  buys  good  or  poor  stocks 
on  a  tip  or  news  or  calculated  guess  that  they  are  due  for  a  rise  in  price. 
His  ideal  is  a  quick  rise  and  a  quick  profit.  Obviously,  as  stated  by  a  well- 
known  financial  writer  in  our  yesterday's  newspaper,  "anyone  investing 
in  stocks  should  know  beforehand  that  a  market  can  move  down  as  well 
as  up." 

Human  nature  being  as  it  is,  the  speculator  who  wins  spreads  the 
news,  may  even  get  his  name  in  the  newspapers,  like  the  man  we  read 
about  in  Time  magazine  who  bought  a  large  block  of  stock  at  ten  cents 
a  share  that  recently  was  quoted  at  $82.  The  success  of  this  company  has 
made  him  a  millionaire.  Such  good  fortune  encourages  others,  some  of 
them  widows,  to  try  their  luck.  It  is  too  bad  that  they  can't  hear  the 
waihng  of  the  thousands  who,  if  they  are  noticed  in  the  press,  are  publi- 
cized anonymously  as  a  group  who  lost  their  money  in  a  risky  venture  or 
were  victimized  by  unscrupulous  promoters. 

In  Mr.  Cozzens'  best  selling  novel.  By  Love  Possessed,  the  lawyer, 
Arthur  Winner,  gives  good  advice  to  Aunt  Maud  who  wants  more  in- 
come so  she  can  be  independent  of  relatives.  If  she  could  be  allowed 
$5,000  of  her  principal,  she  would  send  it  to  Sally  King  "and  ask  her  to 
have  her  friend  invest  the  money  for  me." 

Aunt  Maud  said  "invest."  Her  money  was  already  invested;  i.e.,  it 
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was,  no  doubt,  in  something  considered  to  be  of  sound  value,  yielding  a 
reasonable  return  of  income.  Because  she  would  "rather  be  dead  than 
given  a  home"  she  wanted  to  risk  $5,000  of  her  money  in  the  hope  of 
making  a  good  profit  quickly. 

Lawyer  Winner  advises,  "Speculate  when  you  have  more  money 
than  you  need;  never  when  you  need  more  than  you  have." 

A  publication  of  the  Better  Business  Bureau  warns  that  if  one  is. 
considering  a  speculation  he  should  first  decide  "how  much  he  can  afford 
to  lose." 

A  financial  writer  put  it  this  way — "don't  speculate  unless  you  can 
lose  the  money  and  never  miss  it." 

Yet,  no  doubt,  the  majority  of  men  and  women  who  speculate  have 
less  money  than  they  need  and  none  that  they  can  afford  to  lose — but  too 
often  do  lose.  Even  if  you  try  to  make  a  quick  profit  in  good  securities, 
due  to  the  unpredictable  changes  in  market  prices  you  may  suffer  a  loss. 

The  amateur  speculator  should  be  wary  of  advertising,  which  sug- 
gests that  a  certain  stock  offers  an  opportunity  for  extraordinary  profits. 
Even  though  an  instance  advertised,  of  enormous  profits,  is  factual,  it  is, 
of  course,  by  no  means  certain  that  the  reader  would  likewise  be  success- 
ful. 

In  a  conservative  newspaper,  where  we  were  astonished  to  see  it,, 
appeared  recently  an  advertisement  headlined  "Make  Your  Money  Grow^ 
in  Stocks— $1,000  Grew  to  $11,000  in  41/2  Years."— What  if  it  did! 
Was  this  meant  to  make  the  reader  beUeve  the  same  thing  would  happen 
to  him? 

In  the  same  paper  was  an  advertisement  of  an  opportunity  to  earn 
"10  per  cent  on  your  money  in  mortgages" — and  another  ad  in  which 
the  reader  was  invited  to  invest  by  mail  in  bonds  that  would  pay  8  per 
cent  annually  and  was  cautioned  to  "send  your  check  today."  (In  adver- 
tising parlance,  this  is  know  as  the  "direct  command."  It  works.  Too 
many  readers  do  as  they  are  told.) 

It  is  usually  stocks  of  uncertain  value  offering  a  high  return  that  at- 
tract the  amateur  speculator,  perhaps  a  new  venture  about  which  there  is 
some  excitement,  such  as  the  discovery  of  a  new  but  unproven  field  of  oil ' 
or  gold  or  uranium.  Some  of  these  promotions  are  outrageously  ex- 
ploited, as  in  an  oil  boom  in  Pennsylvania,  some  years  ago.  A  petroleum, 
geologist  stated  that  $30  million  of  shares  of  stock  were  sold,  though 
the  total  value  of  the  oil  in  this  small  development,  soon  only  a  memory, 
was  probably  not  more  than  $3  million. 

There  are  many  promotions  that  are  completely  fraudulent,  from 
which  it  is  practically  certain  that  we  shall  recover  very  little  or  none  of: 


1 27  COMPARE SPECULATION 

the  money  we  have  risked  in  them.  It  may  require  less  cash  to  get  into 
stocks  of  this  kind,  often  offered  at  less  than  a  dollar  a  share,  sometimes 
called  "penny  stocks";  but  once  in,  there  are  tricks  by  which  the  buyer 
may  be  led  on  and  on,  deeper  and  deeper,  until  he  is  in  for  a  large  sum  of 

money. 

An  article  in  the  May,  1957,  issue  of  Coronet  magazine  tells  of  a 
physician  who  bought  3,000  shares  of  a  stock  at  the  alluring  price  of 
only  35  cents  a  share— $1,050.  In  less  than  a  month  he  was  informed 
that  the  price  had  advanced  to  80  cents  a  share.  ("Value,"  $2,400.  That 
was  making  money  fast!)  He  sold  some  stocks  he  already  owned  and 
for  $6,400  bought  8,000  additional  shares  of  this  wonder  stock.  Now  he 
was  in' for  $7,450.  He  was  notified  that  the  market  price  was  still  advanc- 
ing. Three  months  later  it  was  quoted  at  $1.95.  His  1 1,000  shares  should 
bring  him  $21,450.  He  instructed  the  broker  to  seU.  Then  he  got  the  bad 
news— the  stock  had  "become  inactive"  and  was  now  seUing  for  only  5 
cents  a  share.  This  is  an  age-old  routine  by  which  crooked  dealers  have 
baited  and  hooked  those  whom  they  contemptuously  caUed  "suckers" 
in  the  1920's  and  now,  in  the  1950's,  designate  as  "mooches."  In  Shake- 
speare's time  they  were  "gulls"  from  which  we  have  "guUible"  and 
"gullibiHty." 

For  centuries  the  public  has  been  warned,  over  and  over  agamst 
the  slick  operators  who  successfuUy  peddle  millions  of  phony  "invest- 
ments," promising  somethmg  for  ahnost  nothing,  though  what  the  buyer 
usually  gets  is  nothing  for  something  of  value — his  money. 

Writing  of  the  gentlemen  who  make  a  living  by  these  nefarious  pro- 
motions. Lord  Bacon  caUed  them  "birds  of  prey."  Some  two  and  a  half 
centuries  later,  in  Nicholas  Nickleby,  Charles  Dickens  did  his  bit  in  his 
caricature  of  a  large  scale  swindle.  The  promoters  are  discussing  their 
prospects  of  making  a  fortune  out  of  the  losses  of  unwary  "investors": 
"  Tt  seems  to  promise  pretty  well,'  said  Ralph  Nickleby  .  .  .  'Pretty 
weU!'  echoed  Mr.  Bonney.  'It's  the  finest  idea  that  was  ever  started. 
United  Metropolitan  Improved  Hot  Muffin  and  Crumpet  Baking  and 
Punctual  Delivery  Company.  Capital,  five  miUions  in  five  hundred  thou- 
sand shares  of  ten  pounds  each.  Why  the  very  name  will  get  the  shares 
up  to  a  premium  m  ten  days.'—  'And  when  they  are  at  a  premium,'  said 
Mr.  Nickleby,  smiling,— 'When  they  are,  you  know  what  to  do  with  them 
as  weU  as  any  man  alive,  and  how  to  back  quietly  out  at  the  right  time,' 

said  Mr.  Bonney "  But  you  should  reread  the  whole  story  in  Chapter 

II  of  Nicholas  Nickleby. 

About  fifty  years  ago,  the  popular  "sage  of  East  Aurora,"  author  of 
the  Message  to  Garcia,  Elbert  Hubbard,  who  died  in  the  sinking  of  the 


Life  and  Life  Insurance  128 

Lusitania,  produced  a  classic  slogan  of  warning.  In  one  of  his  essays,  he 
said  that  to  promoters  of  fraudulent  stocks  the  inexperienced  investor 
is  "a  shining  mark  for  the  mining  shark." 

Thinking  to  warn  and  at  the  same  time  amuse  their  fellow  towns- 
men, the  officers  of  a  midwestern  bank,  during  a  period  of  wild  specula- 
tion displayed  in  their  bank  window  a  huge  poster  printed  in  large  type 
which  they  thought  would  instantly  be  recognized  as  a  sort  of  allegorical 
hoax — ^the  old  story  (traced  back  to  1874)  of  the  Cat  and  Rat  Ranch: 

Glorious  Opportunity  to  Get 
Rich  Quick 

The  California  Ranching  Company 

Now  being  organized  to  start  a  cat  ranch 
in  California. 

We  are  starting  a  cat  ranch  in  California 
with  100,000  cats.  Each  cat  will  average 
twelve  kittens  a  year.  The  cat  skins  will 
sell  for  thirty  cents  each.  One  hundred 
men  can  skin  3,000  cats  a  day.  We  figure 
a  daily  net  profit  of  over  $10,000. 

Now  What  Shall  We  Feed  The  Cats? 

We  will  start  a  rat  ranch  next  door  with 
1,000,000  rats.  The  rats  wiU  breed 
twelve  times  faster  than  the  cats.  So 
we'U  have  four  rats  to  feed  each  day 
to  each  cat.  Now  what  shall  we  feed  the 
rats?  We  will  feed  the  rats  the  carcasses 
of  the  cats  after  they  have  been  skinned. 

Now  Get  This 

We  feed  the  rats  to  the  cats  and  the  cats 
to  the  rats,  and  get  the  cat  skins  for 
nothing.  Shares  are  selling  at  five  cents 
each,  but  the  price  will  go  up  soon. 

Invest  While  Opportunity 
Knocks  at  Your  Door 

One  would  think  that  people  would  read  this  bit  of  humor,  smile 
and  pass  on.  But  some  of  them  were  "gulls,"  marveling  at  this  new  dis- 
covery of  a  simple  way  to  make  a  fortune  ("Funny  nobody  ever  thought 
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of  it  before").  Incredible  as  it  may  seem  the  bank  was  besieged  by  per- 
sons inquiring  for  further  particulars.  Some  of  them  wanted  to  buy  the 
stock. 


When  we  talked  with  friends  about  writing  this  book,  some  of  them 
questioned  the  advisability  of  including  a  chapter  of  warning  to  widows 
(with  "horrible  examples")  against  the  dangers  of  speculation  and  fraud- 
ulent stock  operations,  in  which  so  many  have  lost  their  money,  espe- 
cially in  boom  periods  such  as  the  1920's. 

Indeed,  as  they  said,  buying  on  a  10  per  cent  margin,  as  in  the 
1920's,  is  now  taboo  and  investors  are  now  protected  as  they  were  not 
previously,  by  the  Securities  and  Exchange  Commission  (SEC)  which 
polices  the  registering  of  securities  for  trading  on  the  stock  exchanges 
and  wages  war  on  fraudulent  stock  promotions. 

Even  if  SEC  were  Argus-eyed  (you  will  recall  the  mythological 
Greek  of  a  hundred  eyes),  you  would  agree  that,  with  more  than  1,300 
stocks  to  supervise  on  the  New  York  Stock  Exchange  alone,  it  is  not 
surprising  that  occasionally  one  of  this  vast  number,  that  ought  to  be 
suspended  from  trading,  should  escape  notice  until  its  condition  sud- 
denly becomes  generally  known.  In  a  newspaper  article  we  read  of  a 
stock  hsted  on  the  New  York  Stock  Exchange  that  sold  as  high  as  $38  a 
share  and  two  years  later  was  down  to  $1.25  a  share.  It  was  stated  that  at 
a  public  hearing  of  the  New  York  Stock  Exchange  the  only  share  owner 
who  appeared  "pleased"  with  the  situation  "was  a  fellow  who  had  sold  the 
stock  short." 

Also,  one  of  our  friends  said,  we  now  have  the  Better  Business 
Bureaus,  in  cities  throughout  the  country,  that  are  constantly  investi- 
gating and  reporting  to  government  authorities  operations  that  appear  to 
be  less  than  sound  or  fraudulent. 

Perhaps,  too,  some  thought,  the  present  generation  of  the  1950's 
might  be  more  sophisticated,  less  gullible  than  citizens  of  the  1920's. 

However,  as  we  were  wondering  whether  to  write  this  chapter,  we 
remembered  an  old  French  adage.  In  France,  you  hear  bankers  and  cab 
drivers  saying,  "The  more  thmgs  change,  the  more  they  remain  the 
same,"  meaning,  perhaps,  that  fundamentally  things  don't  change  very 
much.  So,  human  nature  being  as  it  is,  we  thought,  might  it  not  be  a 
good  idea  to  start  reading  the  newspapers  closely  to  see  whether  in  the 
boom  period  of  the  1950's  things  were  really  different  or  whether  they 
"remained  the  same,"  as  in  years  gone  by. 

In  a  few  weeks,  we  were  reminded  of  another  French  saying,  "the 
embarrassment  of  choice."  Already  we  had  in  our  files  quite  a  harvest  of 
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clippings.  Which  few  of  the  many  should  we  select  for  use  in  this  chapter? 
Our  new  collection  of  "horrible  examples"  suggests  that  men,  who,  more 
than  women,  read  such  articles,  would  do  well  to  ask  their  wives,  as  a 
part  of  their  financial  education,  to  read  some  of  them  as  they  appear  in 
their  newspapers  and  magazines. 

The  local  Better  Business  Bureau  called  our  attention  to  the  first 
article  in  the  Saturday  Evening  Post  of  June  22,  1957  (available  per- 
haps in  your  library),  "Beware  of  these  Phony  Stock  Salesmen."  This  is 
an  account  of  how  questionable  or  fraudulent  stocks  were  being  sold  to 
men  and  women  "with  detachable  money,"  including  "widows  recently 
inheriting  estates"  .  .  .  "victims  who  are  inexperienced  ...  or  who  have 
too  feeble  talent  for  [sales]  resistance." 

As  the  boom  of  the  1950's  gained  in  volume,  these  smooth  operators 
became  more  bold  and  aggressive  until,  as  in  the  1920's,  the  losses  of 
thousands  of  dupes  had  once  more  become  a  national  scandal. 

The  Securities  and  Exchange  Commission  distributed  40,000  posters 
for  display  in  post  oflSces  warning  the  pubUc:  "Don't  deal  with  strange 
securities  firms."  .  .  .  "Beware  of  securities  offered  over  the  telephone  by 
strangers."  .  .  .  "Don't  Usten  to  high  pressure  sales  talk."  .  .  .  "Beware  of 
promises  of  spectacular  profits."  .  .  .  "Be  sure  you  understand  the  risk 
of  loss."  .  .  .  "Don't  buy  on  tips  and  rumors;  get  all  the  facts."  .  .  .  "Tell 
the  salesman  to  put  all  the  information  and  advice  in  writing  and  mail 
it."  And  if  he  mails  you  anything,  save  it. 

Only  a  week  ago,  we  read  an  article  about  a  firm  accused  of  a  multi- 
milHon  dollar  fraud.  Hundreds  of  investors,  including  many  women,  were 
affected.  The  courts  were  trying  to  find  out  what  had  happened  to  millions 
of  assets  that  seemed  to  have  disappeared. 

There  have  been  ore  stocks  that  have  been  a  bonanza  for  crooked 
promotions.  The  financial  editor  of  the  New  York  Journal- American  re- 
cently wrote  of  the  "coUapse  in  the  market"  of  a  Canadian  venture  in 
which  300,000  shares  of  stock  were  offered  at  50  cents  a  share.  Even- 
tually the  stock  became  active,  "being  peddled  by  what  the  attorney- 
general  calls  'boiler  rooms'."  The  price  went  up  to  $12.50.  Then  it  fell  to 
only  a  few  cents. 

The  prototype  of  the  "boiler  rooms"  of  the  1950's  was  the  "bucket 
shop"  of  the  1920's.  A  boiler  room,  it  is  explained,  is  usually  a  large 
room  in  an  old  building  with  a  lot  of  tables,  each  with  a  telephone  pre- 
sided over  by  a  salesman  with  a  long  call  list.  It  seems  that  after  a  pros- 
pect has  been  softened  up,  and  perhaps  has  made  a  small  purchase,  gen- 
erally "in  an  obscure  oil  or  mining  stock,"  a  veteran  designated  as  a 
"dynamiter"  takes  over.  He  has  a  nice  voice  and  is  full  of  infectious  en- 
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thusiasm:  "  *Now  or  never  is  the  time  to  buy.  .  .  .  The  stock  is  bound  to 
double  in  60  days.  .  .  .  Safe?  I've  bought  it  myself  ...  a  man  in  your 
position  should  buy  1,000  shares.'  "  In  the  end  the  sucker  (mooch  or  gull 
— the  dupe)  is  lucky  to  escape  with  a  tiny  fraction  of  his  original 
"investment."  But  the  dynamiters  and  the  proprietors  of  the  scheme 
have  done  very  nicely.  According  to  a  magazine  article,  a  hard-working 
telephone  salesman  can  net  several  thousand  dollars  a  week. 

Perhaps  the  archswindler  of  the  century  was  Mr.  Charles  Ponzi  who 
flourished  in  Boston  in  1919-20.  Reader's  Digest  revived  the  Ponzi  story 
in  its  issue  of  April,  1952 — a  condensation  from  the  book  "Strange  Tales 
of  Amazing  Frauds." 

Ponzi  offered  to  double  your  money  in  six  months.  Begmning  by 
collecting  $250  the  first  day  he  was  open  for  business,  withm  three  or 
four  months  he  was  taking  in  thousands  of  dollars  daily.  For  the  benefit 
of  publicity  to  promote  further  buying  by  old  as  well  as  new  customers, 
he  was  paying  promised  "profits"  to  the  earlier  buyers  out  of  new  col- 
lections— an  age-old  maneuver  of  deceit.  People  sold  U.S.  Government 
bonds,  drained  their  savings  accounts,  and  borrowed  money  in  order  to 
get  rich  with  Mr.  Ponzi.  In  less  than  eight  months  he  had  collected  $10 
million.  In  due  course,  this  wizard  was  behind  bars  (for  the  second 
time). — ^His  final  reward?  His  name  has  become  a  word  in  the  American 
language.  Perhaps  some  day  it  will  be  in  the  dictionary:  definition,  "arch- 
swindler." 

Recently  we  have  seen  two  articles  in  New  York  newspapers  with 
the  name  Ponzi  in  the  headlines.  One  of  them  was  titled,  "Modem  Ponzi 
Gets  IVi  Years  in  Theft."  A  young  man  was  charged  with  swindling  his 
customers  out  of  more  than  $200,000  by  promising  returns  of  more  than  a 
million.  The  other  headline  was  "Claims  May  Reach  5  Million  in  New 
Ponzi  Type  Case."  This  operator  had  promised  a  17  per  cent  return 
within  six  weeks  and  had  attracted  "investors"  from  New  York,  New 
Jersey,  Delaware,  Maryland,  Connecticut,  Pennsylvania  and  Washington, 
D.C.  Such  men  seem  pikers  when  you  think  of  Mr.  Charles  Ponzi  of 
Boston. 


The  writer  experimented  in  1957.  He  answered  an  advertisement  and 
received  circulars  and  an  attractive  order  blank.  A  few  days  later  he  had 
a  long-distance  call  from  a  "dynamiter"  a  hundred  miles  away  in  New 
York. — "Did  you  receive  the  information  we  sent  you?"  "Yes,  I  did." 
"Wouldn't  you  like  to  buy  some  of  this  wonderful  stock?"  "No,  I 
wouldn't."  The  way  the  other  party's  receiver  sounded  as  it  was  hung 
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up  suggested  that  he  was  through  with  me.  But  of  course,  "you  can't  sell 
everybody"  and  no  doubt  he  merely  checked  off  our  name  and  called  the 
next  one  on  his  list. 

A  sophisticated  lady  in  Connecticut  who  had  been  receiving  litera- 
ture from  a  broker  in  Canada  was  astonished  a  few  weeks  ago  to  hear  her 
telephone  operator  saying,  "You  have  a  long-distance  call  from  Toronto." 
"It  was  a  man  with  a  very  nice  voice,"  the  lady  said.  "And  he  was  so 
friendly!  You'd  have  thought  I'd  known  him  all  my  life.  He  asked  if  I  had 
been  receiving  their  circulars.  I  said  yes.  He  said  these  were  wonderful 
stocks  and  anyone  who  bought  them  would  make  a  big  profit  in  a  short 
time.  I  said,  'Well,  if  they  are  that  good,  I'd  think  you  people  would  bor- 
row a  million  dollars  and  buy  aU  the  shares  for  yourselves.'  He  never  said 
another  word — just  hung  up.  I  wonder  how  he  got  my  name  and  how  did 
he  get  my  'phone  number?  I  am  not  listed  in  the  book."  We  recommend 
this  lady's  procedure  to  all  women — and  men. 

A  well-known  financial  writer  wrote,  "The  wave  of  stock  gyps 
which  has  been  sweeping  over  this  land  .  .  .  [1956-57]  is  the  heaviest 
since  the  mad  '20's  and  quite  possibly  the  worst  in  history.  Back  operat- 
ing at  full  speed  are  the  boiler  rooms.  .  .  .  The  swindles  run  into  tens  of 
millions." 

"The  more  things  change,  the  more  they  remain  the  same." 


No  doubt,  many  a  widow  who  has  speculated  with  her  life  insur- 
ance money  in  a  vain  hope  of  obtaining  the  capital  for  a  larger  income, 
has  at  long  last  but  too  late  been  convinced  that  it  would  have  been  wiser 
to  be  content  and  safe  with  a  modest  income  that  would  have  lasted  as 
long  as  she  lived. 


BOOK  V 

The  Man  and  His  Estate 
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Planning  an  Estate 


WE  talk  about  "planning  an  estate"  and  "estate  planning,"  which  are 
not  synonymous.  Among  lawyers,  life  underwriters,  bank  and  trust 
officers,  and  accountants,  the  practice  we  call  "estate  planning"  relates  to 
the  preparation  of  a  legal  estate  plan  that  will  become  effective  following 
the  death  of  the  owner  of  the  estate. 

The  estate  plan  is  designed  primarily  for  the  conservation  of  assets, 
including  business  interests  of  any  kind,  for  the  benefit  of  the  esfate- 
owner's  heirs. 

But,  of  course,  before  there  can  be  any  need  for  such  a  plan,  there 
must  be  an  estate,  which  suggests  the  advisability  of  having  a  sound  plan 
for  accumulating  or  creating  an  estate. 

Either  way,  by  gradually  accumulating  stocks  and  bonds  or  real 
estate  or  by  creating  an  immediate  estate  of  life  insurance,  the  need-and- 
purpose  is  the  same — to  assure  future  security  for  the  family,  including 
the  breadwinner  himself;  that  is,  to  provide  a  source  of  income  in  event  of 
his  total  disability  or  death,  or  in  an  emergency  or  in  old  age. 

Obviously,  a  prime  and  indispensable  factor,  or  element,  in  building 
an  estate  by  accumulation  is  TIME. 

Another  obvious  fact  that  bears  repeating  is  that  the  average  man 
who  begins  to  save  and  invest  wisely  in  his  twenties  or  thirties  is  much 
more  likely  to  succeed  than  if  he  waits  to  make  a  start  in  middle  age, 
as  too  many  do,  when  it  may  be  too  late. 

Still  another  obvious  fact  is  that  time,  in  terms  of  a  human  life,  is 
an  uncertain  quantity. 

A  young  man  in  his  twenties  or  thirties,  married  and  the  father  of 
young  children,  is  as  definitely  loaded  with  responsibilities  and  in  need  of 
an  estate  to  protect  his  family  as  if  he  were  forty-five  or  fifty  years  old; 
possibly  more  so,  for  in  middle  age  one's  children  may  be  almost  or  quite 
grown.  Yet  as  an  estate  builder  by  the  accumulation  of  stocks  and  bonds 
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or  other  properties,  the  average  young  man  can  only  have  made  a  begin- 
ning in  a  small  way.  (He  has  probably  not  yet  even  paid  oS.  the  mortgage 
on  his  home. ) 

So,  putting  first  things  first  he  creates  an  immediate  estate  in  the  only 
possible  way — with  life  insurance. 

We  have  just  read  of  a  young  father  who,  driving  his  car,  was  killed 
less  than  three  hours  after  he  had  paid  the  first  premium  on  a  $100,000 
policy.  The  $100,000  was  paid  to  his  widow  within  a  few  days  after  his 
death.  If  the  money  he  paid  for  life  insurance  had  been  invested  in  stocks 
or  bonds,  their  value  to  his  family  would  have  been  only  a  couple  of 
thousand  dollars. 

As  a  young  man  pays  his  social  security  tax  and  his  life  insurance 
premiums  and  is  building  up  his  life  insurance  estate  and  his  savings 
bank  account  toward  an  adequate  goal,  he  may  be  wondering  how  long 
it  will  be  until  he  can,  in  good  conscience,  begin  to  accumulate  stocks  and 
bonds  to  supplement  these  other  sources  of  income  for  his  retirement. 

Actually,  though  he  may  not  be  fully  aware  of  its  importance,  he  is 
already  accumulating  a  substantial  cash  estate  in  the  cash  values  of  his  life 
or  endowment  policies — a  very  unusual  investment,  in  fact  a  unique  long- 
range  investment.  For  it  is  guaranteed  always  to  be  worth  a  definite 
amount  of  cash,  increasing  by  a  guaranteed  amount  every  year  over  a 
long  period  of  years,  as  premiums  are  paid;  for  example,  30  years  for  a 
man  35  who  keeps  his  poUcies  in  force  to  age  65. 

An  investment  broker  would  tell  him  that  there  are  no  investments 
available  in  the  stock  markets  that  are  similarly  guaranteed;  that  no 
preferred  or  common  stocks  have  guaranteed  values;  and  that  there  is 
only  one  kind  of  bond  with  a  guaranteed  value  for  each  year  of  its  dura- 
tion— The  United  States  savings  bonds. 

A  surprising  fact  (illustrated  in  the  next  chapter)  is  that,  over  the 
years,  simultaneously  with  payment  of  the  annual  premium  the  guaran- 
teed annual  increase  in  the  cash  value  of  a  life  or  endowment  policy  is  a 
very  substantial  percentage  of  the  premium  payment.  Indeed,  in  many 
instances  the  annual  increase  in  the  cash  value  may  be  almost  as  large 
as  or  even  larger  than  the  annual  premium  payment  which  (bear  in  mind) 
is  also  paying  for  the  cost  of  insurance  protection  for  the  family. 

Another  thing:  Over  the  years  (e.g.,  to  the  average  man's  invest- 
ment goal  of  retiring  at  age  65),  the  cash- value  accumulation  of  a 
straight  life  policy  compares  favorably  with  other  conservative  invest- 
ment plans. 

In  our  New  York  newspaper,  we  have  just  read  an  advertisement 
published  not  by  a  life  insurance  company  but  by  one  of  the  oldest  stock 
brokerage  firms  in  the  United  States,  from  which  we  quote  the  following 


137  PLANNING   AN    ESTATE 

sentence:  "No  man  should  buy  stocks  unless  he  can  cover  his  living  ex- 
penses comfortably,  unless  he  has  adequate  insurance  to  protect  his 
family,  and  unless  he  has  set  aside  funds  to  meet  emergencies." 
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The  Guaranteed  Annual  Increase 

in  Cash  Values 


THE  owners  of  life  and  endowment  policies  should  keep  an  eye  on  their 
cash  values,  comparing  the  annual  increases  in  the  amount  of  their 
cash  values  with  their  annual  premium  payments. 

Though  policyowners  know  that  their  cash  values  are  a  guaranteed 
cumulative  liquid  asset,  very  few  of  them  are  aware  of  the  fact  that  for 
each  annual  premium  payment  after  the  first  one  there  is  a  very  sub- 
stantial increase  in  the  poUcy's  cash  value — in  some  instances  as  much  as, 
or  more  than,  the  premium  paid. 

Cash! 

Thinking  of  the  poHcyowner's  stable  prime  liquid  asset  of  life  in- 
surance cash  values,  suddenly  "cash"  recalled  the  words  of  the  Persian 
poet,  Omar  Khayyam,  who  lived  to  be  a  hundred  years  old  about  900 
years  ago — ". . .  take  the  cash  and  let  the  credit  go." 

We  recall  a  land-poor  grandmother  who  occasionally  had  to  sell  a 
piece  of  real  estate  to  pay  her  taxes  and  the  bills  of  her  large  family — two 
widowed  daughters  whose  only  marital  inheritance  was  a  collection  of 
attractive  young  children.  This  brave  old  family  manager  habitually 
uttered  a  pet  pronouncement  as  she  wrote  a  check  for  her  taxes:  "To  the 
tax  collectors  the  sweetest  word  in  the  English  language  is  cash.  If  you 
haven't  got  it,  they  sell  you  out." 

"Credit,"  from  the  Latin  word  meaning  faith  or  trust,  is  confidence 
that  at  a  certain  time  a  promise  to  pay  wiU  be  made  good  in  cash. 

A  certificate  of  stock  ownership  is  not  a  promise  to  pay.  Corporate 
and  even  U.S.  Government  Treasury  bonds  are  promises  to  pay  a  guaran- 
teed value  only  at  maturity.  Before  maturity  their  cash  values  will  be  de- 
termined by  their  market  prices. 

The  only  things  we  can  think  of  that  qualify  as  guarantees  of  specific 
cash  values  under  all  conditions  of  market  values  are  U.S.  saving  bonds. 
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savings  bank  or  building  and  loan  deposits  guaranteed  up  to  $10,000, 
face  amount  investment  certificates,  postal  savings  deposits,  and  life 
insurance  cash  values. 

The  policyowner  who  checks  on  his  guaranteed  cash  values  each 
year  will  be  surprised  (and  gratified)  to  note  the  relatively  small  difference 
between  his  annual  premium  payments  and  the  increase  in  the  amount 
of  his  cash  value.  This  fact  is  of  especial  significance  not  only  to  the 
average  man  or  woman  in  respect  to  their  personal  insurance  and  savings 
but  also  to  firms  that  own  life  insurance  for  business  purposes  to  whom 
a  backlog  of  Hquid  assets  may  be  essential  to  a  high  credit  rating. 

Two  men  apply  to  their  bank  for  a  loan  of  $1,000.  One  offers  a 
$1,000  high  grade  bond  as  collateral.  The  banker  looks  in  his  morning 
paper.  He  says,  "Yesterday  this  bond  was  worth  only  $900."  If  the  mar- 
ket trend  is  down-grade,  he  will  probably  lend  much  less  than  $900  on  the 
$1,000  bond.  The  other  man  lays  down  a  life  or  endowment  policy  with 
a  guaranteed  loan  value  of  $1,000  and  the  receipt  for  his  last  premium 
payment.  The  bank  can  lend  him  $1,000,  just  as  the  life  insurance  com- 
pany would  have  done. 

The  banker  knows  that,  so  long  as  premiums  are  paid  as  they  come 
due,  the  policy  value  will  be  worth  more  next  year  and  each  year  there- 
after than  at  present.  With  the  policy  in  hand  as  collateral,  even  if,  before 
the  loan  is  paid  off,  a  due  premium  is  in  default,  he  can  require  the  life 
insurance  company  to  pay  to  the  bank  the  guaranteed  loan  value  of 
$1,000. 

For  a  comparison  of  annual  premium  payments  and  the  guaranteed 
annual  increase  in  cash  values,  take  a  $10,000  ordinary  life  (straight  life) 
policy,  in  a  certain  participating  company,  issued  at  age  40.  The  annual 
gross  premium  is  $279.80.  The  guaranteed  cash  values  for  the  first,  second, 
third,  fourth,  and  fifth  years  are,  respectively,  $20,  $250,  $480,  $710,  and 
$950.  The  increase  in  cash  value  is  $230  in  the  second,  third,  and  fourth 
years  and  $240  in  the  fifth  year.  The  difference  between  the  gross  premium 
of  $279.80  and  an  increase  of  $230  is  $49.50.  Annual  dividends  would 
further  reduce  the  difference.  Of  course,  dividends  cannot  be  forecast  for 
the  future,  but  if  in  this  company,  the  1961  dividend  scale  were  to  continue, 
the  net  premium  payments  for  the  second,  third,  fourth,  and  fifth  years 
would  be  $246.40,  $243.10,  $239.90,  and  $237. 

The  policy  may  be  used  from  time  to  time  during  the  policyowner's 
lifetime  as  collateral  for  some  obligation  to  the  extent  of  the  guaranteed 
cash  or  loan  value. 

As  collateral  in  event  of  death:  The  full  amount  of  the  pohcy  pro- 
ceeds being  payable  at  death,  if  the  policy  had  been  assigned  to  a  creditor 
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(to  the  extent  of  the  indebtedness),  the  amount  due  him  would  be  paid 
to  him  and  any  excess  above  the  indebtedness  would  be  paid  to  a  bene- 
ficiary as  provided  in  the  poUcy. 
Examples : 

1 .  A  friend  or  a  relative  loans  a  young  man  $2,000  to  help  pay  his  col- 
lege expenses,  without  any  collateral  of  current  value.  He  has  full  con- 
fidence that  the  loan  will  be  repaid  if  the  young  man  lives  and  keeps  his 
health.  The  young  man  takes  out  a  $2,000  life  insurance  policy  with 
waiver  of  premium  benefit  and  assigns  it  to  his  benefactor. 

2.  A  man  is  broke  and  in  debt.  He  expects  to  pay  what  he  owes  if  he 
lives  and  keeps  his  health.  He  assigns  to  his  creditor  a  life  insurance 
policy  with  waiver  of  premium,  adequate  to  cover  his  indebtedness  in 
event  of  his  death,  with  the  assurance  that  premiums  will  be  paid  if  he 
becomes  totally  disabled,  as  defined  in  the  policy. 

Every  year  many  thousands  of  men  and  women,  including  owners 
of  a  business,  borrow  the  guaranteed  loan  value  of  their  pohcies  to  meet 
pressing  obUgations  or  assign  policies  as  security  for  loans. 
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The  '^Average^'  Investor 


FREQUENTLY,  in  these  pages,  we  refer  to  the  "average  man" — a  very 
useful  phrase;  but  what,  or  who,  is  the  average  man;  or  the  average  in- 
vestor? Perhaps  we  might  say  that  the  average  investor  is  one  who  is 
neither  an  expert  nor  a  total  ignoramus  in  the  matter  of  protecting  his 
savings.  He  is  somewhere  in  between  the  two  extremes  of  proficiency 
and  complete  inefficiency,  yet  much  closer  to  the  latter  than  to  the  former. 
He  is  the  ordinary  or  usual  type  of  family  man,  wanting  his  wife  and 
children  to  live  as  well  as  his  neighbors'  families  do.  He  has  only  made 
a  fair  start  as  an  estate  builder,  still  owes  as  much  or  more  on  his  mortgage 
as  he  owns  of  the  equity  in  his  home.  He  wants  security  for  his  family 
and  for  himself.  Yet  he  also  wants  some  luck  and  is  willing  to  take  in- 
vestment risks  which  (with  due  regard  to  his  own  and  his  family's 
security  and  the  possibility  of  losses)  he  cannot  afford  and  which  he 
should  by  all  means  try  to  avoid. 

In  fact,  as  an  investor  he  is  only  an  amateur,  with  only  a  Uttle  knowl- 
edge or  interest  in  what  it  takes  to  be  a  successful  investor  and  little  ex- 
perience, and  in  need  of  guidance  by  conservative,  professional  investors. 
Yet  he  is  likely  to  allow  himself  to  be  influenced  by  what  he  hears  in  con- 
versations with  other  amateurs  (who  have  heard  of  a  good  thing)  or  by 
what  he  reads  in  articles  by  confirmed  financial  optimists  or  in  the  ad- 
vertisements of  certain  stockbrokers. 

Some  brokers  recommend  stocks  that  are  suitable  for  the  average 
investor;  some  offer  stocks  that  are  too  speculative  for  the  average  man  or 
woman.  Too  often,  he,  or  she,  selects  the  wrong  broker  and  the  wrong 
securities. 

Unlike  the  skilled  or  professional  investor,  the  average  man  does 
not  make  much  of  a  success  in  the  stock  market.  He  would  be  wise  to  as- 
sume that  he  is  an  investment  ignoramus,  as  perhaps  most  of  us  are,  and 
do  one  of  two  things — ask  his  banker  to  recommend  a  reliable  broker; 
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or  put  some  of  his  annual  savings  in  a  savings  institution  for  emergencies 
and,  especially  if  he  has  a  family,  invest  the  balance  in  the  one  and  only 
security  that  has  a  guaranteed  cash  value  for  every  year  over  a  long  period 
of  years  or  a  lifetime  and  at  death — life  insurance  with  cash  values,  pref- 
erably either  straight  life  policies  or  long-term  endowments  that  will  ma- 
ture at,  say,  age  65. 

If  the  policyowner  lives  to  retire,  he  will  not  only  be  gratified  to 
realize  the  amount  of  cash  guaranteed  in  his  policy  contract,  but  he  will 
find,  too,  that,  in  addition  to  the  protection  he  has  had  for  his  family,  the 
results  of  his  life  insurance  as  a  long-range  investment  will  compare 
favorably  with  other  conservative  investments  that  have  turned  out  well. 
If  you  wish  to  verify  this  statement  by  proof,  read  Chapter  V  of  M.  Albert 
Linton's  book.  How  Life  Insurance  Can  Serve  You  (Harper  &  Brothers) 
and  the  article,  "Life  Insurance — A  Complete  Financial  Plan"  by  Henry 
Held,  CLU  (published  by  New  York  Life  Insurance  Company) . 


In  the  long  years  from  youth  to  retirement  age,  some  men  and 
women  become  totally  disabled  and  unable  to  earn  any  income.  But,  if 
they  had  bought  life  insurance  policies  with  waiver  of  premium  benefit, 
the  company  would,  during  such  disability,  pay  their  premiums  for  them; 
and  their  policies  would  be  kept  in  full  force,  during  such  disabiUty,  with 
annually  increasing  cash  values,  just  as  if  they  themselves  had  paid  the 
premiums. 

Another  priceless  benefit:  The  man  or  woman  who  uses  life  insur- 
ance as  an  investment,  as  well  as  for  protection,  will  be  spared  the  con- 
stant care  and  the  worry,  that  is  almost  inevitable,  in  trying  to  accumulate 
funds  under  most  investment  plans. 
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Mutual  Plans  for  Busy  People 


EXCEPT  during  meal  time,  newspaper  time,  bed  time  and  a  meager  an- 
I  nual  vacation,  some  men  and  women,  especially  those  engaged  in  the 
professions  and  sciences,  seem  to  be  constantly  at  their  work  or  studying. 
They  work  all  day  and  study  far  into  the  night.  The  same  is  true  of  a  good 
many  business  men  and  women. 

They  have  little,  if  any,  time  (or  inclination  or  energy)  for  other 
serious  undertakings  such  as  making  a  judicious  or  prudent  selection  of 
securities — and  standing  guard  over  their  investments  for  the  rest  of  their 
lives.  For  such  persons,  a  much  safer  long-range  procedure  is  to  place 
their  savings  only  in  mutual  plans.  The  oldest  are  the  mutual  savings  in- 
stitutions and  life  insurance.  In  a  mutual  plan,  the  investor  benefits  from 
the  law  of  averages.  The  law  of  averages  holds  good  only  for  very  large 
numbers. 

Buying  as  an  individual,  most  investors  are  able  to  own  only  a  few 
securities,  or  at  least  not  enough  to  average  or  spread  the  risk  satisfactorily 
by  obtaining  a  fair  degree  of  diversification  of  investments.  If  only  one 
or  two  investments  fail,  the  loss,  for  the  average  person,  could  in  effect 
be  a  large  and  serious  one. 

The  savings  institution  is  a  mutual  plan.  The  depositor's  savings  are 
not  placed  in  any  particular  investment.  They  are  protected  by  all  the 
company's  assets,  with  only  a  few  dollars  or  (for  a  small  deposit,  perhaps 
only  a  few  cents )  in  any  one  investment. 

By  investing  in  life-insurance-with-cash-values,  the  policyowner 
shares  in  each  investment  of  the  mutual  fund  of  millions  or  billions  of  dol- 
lars of  assets  of  the  life  insurance  company,  managed  by  skilled  invest- 
ment men.  The  company  owns  hundreds  of  high-grade,  widely  diversified 
securities  of  types  prescribed  by  the  state  laws,  chiefly  bonds  and  first 
mortgages. 
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Due  to  the  high  quaUty  of  life  insurance  investments,  in  categories 
prescribed  by  law,  most  of  them  will  mature  as  expected.  Some  may  sus- 
tain a  loss.  Others  may  produce  a  profit.  The  average  result  is  satisfactory, 
as  proved  over  a  long  period  of  years  through  hard  times  as  well  as  the 
years  of  prosperity. 

Each  policyowner  benefits  from  this  exceptional  diversification.  Ex- 
ample: If  a  company  owned  a  thousand  different  investments,  a  poUcy- 
owner  whose  total  cash  values  amounted  to  $1,000  would,  on  the  average, 
have  only  $1  invested  in  each  security.  If  some  investment  turned  out  to 
be  a  total  loss,  the  individual's  loss  would  be  negligible.  Yet  he  might 
be  protected  against  any  loss  by  offsetting  gains.  Moreover,  the  company 
maintains  contingency  reserves  against  possible  investment  losses. 

The  quality  that  distinguishes  life-insurance-with-cash-values  above 
other  investments  is  in  its  various  guarantees  which,  for  more  than  a  cen- 
tury, have  at  all  times  stood  the  test  of  all  the  economic  and  psychological 
pressures  that  investments  are  subject  to. 

For  more  than  a  hundred  years,  with  only  a  few  rare  and  minor  ex- 
ceptions, the  companies  of  the  old-line  mutual  plan  we  call  life  insurance 
have  paid  their  obUgations  in  full.  No  other  investment  has  had  such  an 
enviable  long-term  record  at  all  times  of  security  and  fulfillment. 

There  is  no  safer  investment  than  a  United  States  Treasury  bond, 
provided  you  do  not  have  to  sell  it  in  a  depressed  bond  market.  Supported 
by  the  taxing  authority  of  the  Federal  Government,  the  bond  will,  as 
promised,  pay  the  interest  as  due  and  pay  the  face  amount  at  maturity. 
In  1961,  certain  U.S.  Treasury  bonds  that  were  purchased  for  $1,000 
when  they  were  issued  were  worth,  in  selling  them,  only  $870. 

The  cash  values  of  life  and  endowment  poHcies  and  U.S.  savings 
bonds  are  guaranteed  at  all  times  before  and  at  maturity. 


In  beginning  to  build  an  estate,  the  average  investor  has  an  im- 
portant choice  to  make:  Will  he  buy  investments  whose  values  at  all  times 
are  guaranteed  or  wiU  he  take  the  conmion  risks  of  loss  by  purchasing 
securities  without  such  guarantees.  Conunon  sense,  as  well  as  the  advice 
of  financial  advisors  (bank  and  trust  officers,  estate  lawyers  and  securities 
dealers),  suggests  that  the  average  person,  especially  those  who  have 
dependents,  should  not  invest  in  individual  stocks  and  bonds  nor  in  the 
shares  of  investment  companies  until  a  sound  financial  foundation  of 
guaranteed  values  has  been  estabhshed. 

For  those  busy  persons  who  are  investing  for  the  protection  of  de- 
pendents (as  well  as  for  themselves)  certainly,  indisputably,  by  far  the 
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best  of  all  foundation  plans  of  investment  is  life  insurance  with  cash 
values.  Compare: 

1 .  Under  any  plan  other  than  life  insurance  every  payment  or  deposit  of 
$20,  $30  or  $40  is,  as  family  protection,  only  $20,  $30  or  $40  plus 
some  interest  or  dividends  and,  possibly,  some  accretion  of  the  market 
values  of  securities. 

2.  In  life  insurance,  every  annual  premium  payment  of  $20,  $30  or  $40 
(according  to  age)  assures  payment  of  $1,000  if  the  breadwinner  dies, 
even  if  he  dies  after  making  only  one  payment,  as  some  men  and 
women  do  every  year. 

At  the  same  time,  over  the  years,  as  the  annual  premium  of  $20,  $30 
or  $40  is  paid  to  renew  a  $1,000  life  or  endowment  policy  for  another 
year,  the  policy  cash  value  is  increased  by  almost  $20,  $30  or  $40.  The 
small  difference  is  the  cost  of  insurance. 

A  very  practical  advantage  to  the  saver  who  invests  in  life  insurance 
is  that  in  order  to  keep  his  life  insurance  in  force,  he  must,  year  after  year, 
save  a  definite  amount  of  money  for  his  annual  premiums.  Under  other 
plans,  he  is  less  likely  to  save  regularly.  He  may,  from  time  to  time,  fail 
in  his  good  resolution  to  be  steadily  thrifty,  and  even  skip  a  year  or  so,  as 
many  do. 

A  physician  explaining  his  adoption  of  life  insurance  as  his  financial 
plan  for  retirement  as  well  as  for  protection,  said,  "I  have  never  had 
much  time  for  anything  except  medicine.  I  don't  know  anything  about 
selecting  securities  and  if  I  tried  to  learn  I'd  probably,  in  the  process  of 
learning,  lose  some  of  my  savings  as  other  novices  do.  Even  with  the 
guidance  of  a  conservative  broker,  I  might  have  some  losses,  due  to  not 
having  enough  different  securities  for  a  broad  diversification. 

"For  a  good  many  years  I  bought  all  the  straight  life  insurance  I 
could  pay  for.  Then  I  started  buying  endowments  to  mature  at  age  65, 
when  I  hope  to  retire  if  I  last  that  long.  If  the  time  comes  when  I  can't 
pass  the  medical  examination  for  additional  policies,  I  may  switch  to 
joint-and-survivor  annuities  for  my  wife  and  myself.  Except  for  a  sub- 
stantial account  in  the  savings  bank,  that  is  my  whole  investment  plan. 
It  is  simple  and  safe.  The  stock  market  never  causes  me  any  worry." 

Then  there  is  the  story  of  a  physician  who,  like  so  many  men  and 
women,  had  different  ideas.  Good  fiction  is  a  transcript  from  real  life.  In 
the  fine  novel  Not  as  a  Stranger,  by  Morton  Thompson,  on  that  fateful 
day  in  October,  1929,  Dr.  Runkelman,  an  elderly  dedicated  country 
doctor,  with  heart  trouble,  is  performing  an  operation  for  gallstones  in  a 
small-town  hospital. 
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The  phone  rings.  A  nurse  answers,  tells  the  doctor  it's  his  stock- 
broker in  the  city  saying,  "All  hell's  broken  loose."  The  doctor  says, 
"Hang  up!"  The  'phone  rings  again.  The  nurse:  "He  says  it's  life  or 
death." 

The  message  penetrates.  The  good  doctor,  pulHng  off  his  rubber 
gloves,  turns  the  operation  over  to  his  competent  young  assistant,  goes  to 
the  'phone,  rushes  out  on  his  way  to  the  city. 

When  he  returned  late  in  the  evening,  stricken  with  a  heart  attack,  he 
whispered  to  his  devoted  medical  friends,  "It's  all  gone"  ...  "I  am 
finished."  With  a  view  to  an  overdue  retirement,  he  had  been  speculating 
in  the  booming  stock  market  that  ended  in  the  crash  of  October,  1929, 
which  initiated  the  Great  Depression  of  the  1930's. 

Multiply  such  an  experience  of  actual  speculative  losses  by  millions 
and  you  have  a  picture  of  the  effect  of  a  general  collapse  of  values  in  a 
panic  market. 

As  stated  in  another  chapter,  following  the  devastating  stock-market 
crash  of  1929,  all  through  the  Great  Depression  of  the  1930's,  when  the 
prices  of  most  other  securities  were  only  fractions  of  their  real  worth,  life 
insurance  cash  and  loan  values  were  paid  as  guaranteed  in  the  policy  con- 
tracts. 


36 


Other  Mutual  Plans 


Two  other  important  mutual  plans  are:  ( 1 )  the  common  trust  funds  of 
bank  and  trust  companies,  available  to  individual  trusts  in  most 
states,  and  (2)  the  shares  of  investment  trust  companies  or  mutual  funds. 

The  common  trust  fund  combines  in  one  fund  the  investments  of 
many  individual  trusts.  Thus  each  individual  trust,  instead  of  depending 
for  its  security  on  only  a  few,  or  relatively  few,  investments,  owns  shares 
in  each  of  a  hundred  or  more  different  investments,  with  relatively  only  a 
few  dollars  in  each  investment.  The  law  prescribes  the  types  of  securities 
available  for  the  common  trust  fund.  But  it  allows  the  fund  a  considerable 
latitude  in  owning  common  stocks. 

Only  a  very  small  percentage  of  the  funds  of  a  life  insurance  com- 
pany may,  according  to  the  state  laws,  be  invested  in  common  stocks. 
For  example,  the  annual  statement  of  one  life  insurance  company 
shows  that  its  total  investment  in  preferred  and  common  stocks  represents 
less  than  7  per  cent  of  its  total  assets.  Another  life  insurance  company's 
balance  sheet  shows  that  it  has  only  1.6  per  cent  of  its  assets  in  stocks. 

A  large  trust  company,  in  a  recent  annual  report,  stated  that  more 
than  56  per  cent  of  its  common  fund  assets  were  in  common  stocks. 
However,  the  stocks  in  a  common  trust  fund  are  generally  selections  of 
the  less  speculative  type — high-grade  essential  industries,  public  utilities, 
insurance  companies  of  various  kinds  and  bank  and  other  financial  com- 
panies. 

In  1961  there  were  more  than  400  investment  companies,  commonly 
called  mutual  funds.  Their  assets  of  millions  of  dollars  usually  consist 
largely  or  mainly  of  common  stocks.  In  buying  shares  of  these  companies, 
the  purchaser  spreads  his  investment  risks  by  having  only  a  small  amount 
invested  in  each  of  hundreds  of  different  securities,  thus  benefiting  from 
the  law  of  averages. 

In  regard  to  these  investment  companies,  a  securities  dealer  recently 
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published  the  following  statement:  "Some  are  speculative;  some  are  con- 
servative. Some  pay  dividends;  some  pay  none.  Some  have  better  manage- 
ment than  others."  The  more  conservative  types  are  the  balanced  funds, 
which  own  bonds  and  preferred  stocks,  as  well  as  common  stocks. 

The  purchase  of  mutual  fund  shares  should  be  of  interest  principally 
to  those  persons  who  want  to  buy  well  diversified  common  stocks.  Their 
values  are  not  guaranteed  but  vary  according  to  the  prices  of  their 
securities  in  the  investment  market.  Like  the  prices  of  individual  securi- 
ties, the  market  values  of  mutual  fund  shares  are  quoted  in  the  daily 
newspapers,  rising  in  a  good  market  and  falling  with  a  decline  of  the  prices 
of  the  securities  owned  by  the  investment  companies. 

The  person  who  decides  to  buy  mutual  fund  shares  should  be  guided, 
in  the  choice  of  an  investment  company  in  which  to  place  his  savings, 
by  a  competent  adviser. 


Just  as  the  foundation  should  be  the  strongest  part  of  a  structure  of 
any  kind,  so,  too,  the  first  step  in  building  an  estate  should  be  to  lay  an 
adequate  foundation  of  the  safest  investments  available  for  the  life- 
time security  of  the  man  and  his  family.  Though  other  more  or  less 
speculative  investments,  purchased  later,  may  suffer  severe  losses,  the 
foundation  securities  hold  safe. 

The  proof  of  the  value  of  an  investment  is  not  what  it  is  worth  when 
you  buy  it  but  what  it  is  worth  at  any  time  you  need  to  Hquidate  it  for  cash. 

As  a  man,  young  or  in  early  middle  life,  thinks  of  his  future,  there  is 
only  one  thing  that  he  knows  about  it — the  certainty  that  the  future  is 
uncertain;  and  that  in  investing  for  the  future  he  should,  if  possible, 
prepare  for  all  of  the  various  uncertain  things  that  happen  to  other 
people,  one  or  more  of  which  will  certainly  happen  to  him. 

Can  you  think  of  any  investment  other  than  life  insurance  that,  come 
what  may,  a  man  can  count  on  in  any  event  without  fail — in  times  of  ad- 
versity as  well  as  prosperity,  in  vigorous  health  or  complete  disability, 
in  youth  or  old  age  or  at  death? 

We  feel  sure  that  if  you  will  study  the  values,  over  the  years,  of  the 
various  investments  available  for  one's  savings,  you  will  agree  that  ex- 
perience (the  real  test)  has  proven  life  insurance  to  be  the  one  long- 
term  investment  plan  that  can  always  be  depended  on  to  turn  out  exactly 
as  expected  for  the  man  and  his  family. 
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Aptitude  Test  for  Investors 


THERE  are  many  men  and  women  who  do  have  plenty  of  free  time  but 
will  not  become  qualified  investors. 

They  may  have  no  real  interest  in  investing,  as  distinct  from  a  mere 
desire  to  be  successful.  Or,  they  may  be  temperamentally  or  emotionally 
disqualified,  guided  less  by  logic  than  by  their  emotions — so  easily  in- 
fluenced by  the  actions  of  others  that  they  follow  the  crowd.  Irrespective 
of  values,  they  "buy  high  and  sell  low."  They  buy  when  the  market  is 
booming  and  sell  perhaps  at  a  loss  on  scare  news  when  the  crowd  are 
trying  to  get  their  money  out  of  the  market.  Certainly  that  is  no  way  to 
make  a  fortune — even  a  small  one. 

And  what  can  we  say  of  the  thousands  of  men  and  women  who  seem 
to  believe  anything  they  are  told  so  long  as  it  is  a  promise  (or  suggestion) 
of  making  a  lot  out  of  a  very  little.  For  such  persons  the  article  by  Don 
Wharton  in  Reader's  Digest  for  October,  1959,  (page  67)  gives  a  picture 
of  what  they  may  be  in  for.  It  begins  with  these  words:  "  'Stocks  Likely 
to  Triple!'  'Six  Stocks  for  a  Fast  Move!'  Everywhere  the  advertisements 
shout  and  every  day  thousands  of  Americans  take  the  nest  egg  of  savings 
they  have  built  up  and  without  adequate  knowledge  or  study  plunge  into 
the  stock  market." 

Psychologists  have  devised  for  many  purposes  aptitude  and  other 
tests  to  assist  in  rating  personal  qualifications  and  interests,  such  as 
vocational  interest  tests;  but  to  our  knowledge  there  is  no  test  to  aid  in 
determining  a  person's  fitness  to  engage  in  the  serious  business  of  staking 
his  future  security  on  the  selection  of  stocks  and  bonds. 

Wouldn't  it  be  wonderful  if  there  were  some  test  by  which  one  could 
determine  whether  he  was  qualified  to  become  a  competent  investor!  If 
there  were  such  a  test,  it  might  probe  for  indications  of  qualities  or 
tendencies  that  characterize  successful  investors,  such  as: 
— an  interest  in  investing,  as  distinct  from  a  mere  desire  to  succeed; 
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— the  willingness  to  read  and  study  to  keep  informed  on  trends  in  the  na- 
tional economy  and  in  various  industries  and  individual  companies; 

— the  patience  to  investigate  thoroughly  before  buying; 

— the  judgment  to  discriminate,  in  making  a  selection  between  securities 
of  seemingly  (but  not  of  actual)  equal  values; 

— a  firm  resolution  to  be  guided  only  by  experienced  and  competent 
advisors;  and 

— an  antipathy  to  taking  unnecessary  chances  that  protects  them  from 
foolish  speculations. 

Those  who  are  not  so  qualified  could  know  it  if  only  they  would  ask 

themselves,  and  answer  frankly,  whether  they  believe  they  possess  such 

quahties.  Many  of  us,  perhaps  most  of  us,  if  we  are  quite  honest  with 

ourselves,  would  answer  no. 

"There  is  a  time  for  everything."  If  one  is  going  to  buy  nonguaran- 

teed  securities,  the  right  time  to  purchase  them  is  not  before  but  after  he 

has  laid  a  foundation  of  investments  that  will  have  a  guaranteed  value  at 

any  time  of  need. 
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The  Estate  Owner 


WHO  is  eligible  for  an  estate  plan? 
The  main  purposes  of  an  estate  plan  are  to  assure,  after  death,  the 
conservation  of  assets  of  the  estate;  a  satisfactory  settlement  of  business 
interests;  and  the  ultimate  distribution  of  net  assets  to  heirs  according  to 
the  wishes  of  the  estate  owner.  If  there  are  ways  by  which  one  can  legally 
minimize  or  avoid  a  shrinkage  (from  tax  and  other  payments)  in  the 
value  of  his  estate,  large  or  small,  he  should  know  what  they  are. 

Too  often  it  is  thought  that  only  the  big  business  man,  the  wealthy 
man  or  woman,  needs  an  estate  plan.  Certainly,  the  modest  estate  of  a 
business  or  professional  man  who  is  only  fairly  successful  is  just  as  im- 
portant to  him  and  his  family  as  is  the  millionaire's  fortune  to  him  and  his 
dependents. 

Perhaps  we  might  say  that  an  estate  plan,  for  the  preservation  of  as- 
sets, is  even  more  essential  for  the  smaller  estate,  especially  when  it  con- 
tains a  business  interest  (which  is  particularly  subject  to  impairment) 
than  it  is  for  the  millionaire.  Despite  substantial  losses  in  the  settlement  of 
a  large  estate,  there  might  still  be  enough  left  to  enable  the  widow  and  her 
children  to  live  comfortably.  But  even  the  loss  of  a  few  thousand  dollars 
might  be  a  serious  handicap  to  the  average  family. 

As  to  the  life  underwriter's  opportunities  in  estate  planning,  there 
are,  relatively,  only  a  few  rich  men.  The  great  majority  of  our  clients  are 
men  and  women  of  more  modest  means. 

There  are  many  thousands  of  professional  men  and  women  and 
heads  of  agencies,  or  independent  operators  of  various  kinds,  who  should 
be  candidates  for  an  estate  plan;  also  the  owners  of  what  the  federal  tax 
law  refers  to  as  "closely  held"  businesses,  commonly  called  "small  busi- 
nesses," owned  by  "small  business  men" — sole  proprietors,  partners  and 
stockholders  of  close  corporations.  They  are  to  be  found  everywhere,  not 
only  in  towns  and  cities  but  also  in  villages.  Even  in  the  country-side  there 
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may  be  a  prosperous  crossroads  general  store  or  a  small  factory  or  a  motel 
or  wayside  restaurant. 

All  these  successful  professional  men  and  women  and  agents  and 
owners  of  closely  held  businesses  are  as  entitled  to  sound  advice  as  are 
wealthier  clients.  Just  as  a  medical  man  should  not  discriminate,  in  the 
treatment  of  patients,  between  persons  of  widely  different  financial 
means,  neither  should  the  life  underwriter. 

While  the  problems  and  solutions  of  large  estates  may  be  very  com- 
plex, the  solution  of  small  estate  problems  (or  even  some  in  large  estates) 
may  be  quite  simple.  Here  is  an  example: 

This  is  the  story  of  a  small  business  man  in  Connecticut  who  needed 
an  estate  plan  but  died  without  one.  He  was  a  merchant,  a  widower,  in 
a  small  town  in  a  prosperous  agricultural  community.  He  was  described 
by  his  daughter  as  a  hustler.  He  had  built  up  a  successful  business.  Ap- 
parently, as  you  will  see,  he  had  thought  seriously  of  what  might  happen 
to  his  business  in  event  of  his  death,  particularly  about  the  fact  that  an 
indispensable  asset  of  a  successful  business  is  its  customers,  without 
whom  there  could  be  no  success. 

It  occurred  to  him  that,  from  habit,  his  old  customers  might,  after 
his  death,  continue  for  a  time  to  buy  at  his  store.  Eventually,  however, 
many  of  them  would  drift  away  and  buy  elsewhere,  especially  if  the  new 
management  did  not  give  as  good  service  as  he  had  done.  He  felt  sure 
that  his  son,  though  he  was  a  good  clerk,  would  not  have  the  executive 
ability  to  manage  the  store  efficiently.  So,  he  thought  the  business  would 
probably  decline  and,  eventually,  might  fail. 

Instead  of  establishing  an  estate  plan  (of  which  he  may  have  had 
no  knowledge)  that  legally  would  enforce  his  wishes,  he  merely  told  his 
son  that  the  business  should  be  sold  within  two  years  after  his  death, 
while  it  was  a  going  concern  and  would,  no  doubt,  command  a  good 
price. 

But  his  son,  we  were  told,  thinking  otherwise,  did  not  sell  the  busi- 
ness as  his  father  had  directed.  His  first  step  down-grade  was  the  necessity 
of  mortgaging  the  property,  in  order  to  borrow  the  money  to  pay  the 
federal  estate  and  state  inheritance  taxes  and  other  obligations  of  his 
father's  estate.  While  this  prevented  liquidation  of  the  business  to  raise 
the  necessary  cash,  he  had  to  pay  interest  and  annual  installments  on  the 
principal  of  the  loan.  Apparently,  this  caused  a  crippling  shrinkage  in  his 
working  capital.  But  for  this  burden,  at  the  outset  of  his  career  as  man- 
ager, he  might  have  done  better  than  his  father  had  expected. 

In  the  end,  we  were  told,  he  lost  the  business  and  there  was  practically 
nothing  left  for  the  son  and  daughter. 

Here,  certainly,  was  need  for  a  legally  executed  estate  plan  ( 1 )  to 
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provide  life  insurance  to  settle  claims  against  the  estate,  (2)  to  assure  the 
sale  of  the  business  within  two  years,  and  ( 3 )  to  provide  an  estate  for  the 
benefit  of  the  son  and  daughter,  who  were  left  practically  nothing.  The 
son,  now  in  middle  age,  still  works  behind  a  counter  as  a  clerk  and  the 
daughter  has  no  income  other  than  her  salary  as  an  employee. 
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MOST  of  us  have  learned  from  the  experiences  of  our  own  families 
that  there  is  usually  a  considerable  or  a  great  difference  between  the 
value  of  an  estate  before  death  and  its  net  value  when  it  is  released  from 
the  probate  court.  In  many  cases,  a  chief  cause  of  shrinkage  is  the  neces- 
sity of  paying  federal  estate  and  state  inheritance  taxes. 

These  taxes  must  be  paid  in  cash  within  a  legal  time  limit:  Without 
adequate  life  insurance  there  is  rarely  enough  cash  or  other  liquid  assets 
in  the  estate.  So  it  often  becomes  necessary  for  the  executor  to  sell  other 
assets,  usually  at  a  loss.  Thus  there  is  a  double  shrinkage — (1)  the  tax 
deductions  and  (2)  the  loss  due  to  a  forced  sale,  perhaps  in  a  depressed 
market.  A  common  use  of  life  insurance  is  to  prevent  this  double  shrink- 
age by  providing  cash  to  pay  the  death  taxes. 

More  than  thirty  years  ago  we  heard  of  the  astonishing  success  in  a 
distant  city  of  a  life  underwriter  in  persuading  clients  to  solve  their  estate 
tax  problems  with  life  insurance.  On  our  next  visit  to  the  city,  we  arranged 
to  meet  him  and  to  hear  how  he  did  it.  What  he  said  was  substantially  as 
follows:  "It  is  really  easy,  if  you  make  it  simple.  I  suggest  two  choices  and 
then  ask  which  is  the  better  plan." 

I  am  sure  you  have  thought  of  the  federal  estate  and  state  inheritance 

taxes  that  would  have  to  be  paid  in  event  of  your  death.  But  I  have 

an  idea  that  you  may  not  have  considered  that  would  reduce  or 

eliminate  the  cost  of  the  tax  to  your  family. 

Of  course,  I  don't  know  how  much  the  taxes  on  your  estate  would 

be — perhaps,  twenty,  thirty,  forty  thousand  dollars — or  more.  Let's 

say  $40,000. 

Your  executor  would  have  to  pay  this  $40,000  out  of  the  proceeds 

of  your  estate  within  a  limited  time  after  your  death.  This  would 

reduce  by  $40,000  the  amount  you  had  hoped  to  leave  for  your 
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family.  Moreover,  your  family  would  lose  the  income  from  that 
$40,000  forever. 

To  obtain  the  $40,000  to  pay  the  tax,  your  executor  would  probably 
be  obliged  to  sell  some  of  your  securities.  In  a  bad  market,  which 
is  not  unusual,  he  might  sell  at  a  loss,  which  would  further  reduce 
the  amount  your  family  would  receive. 

Suppose,  however,  the  government  said,  'Realizing  that  this  proce- 
dure might  work  a  hardship  on  your  family,  we  offer  you  an  alterna- 
tive plan  which  you  might  find  more  satisfactory — to  pay  the 
estimated  tax  during  your  lifetime  in  annual  installments  while  you 
have  a  good  income  from  your  earnings,  which  will  cease  at  your 
death. 

The  amount  of  your  installment  payments  would  depend  on  your 
present  age.  You  are  now  about  50  years  old.  You  would  pay  about 
4  per  cent  of  the  sum  needed,  roughly  $1,600  a  year.  When  you  died 
the  debt  of  $40,000  for  your  estate  tax  would  be  paid  without  any 
deduction  from  your  estate,  even  if  you  died  after  making  only 
one  payment  of  $1,600. 

In  any  case,  whenever  you  died,  your  tax  would  be  paid  and  your 
estate  would  be  worth  $40,000  more  than  it  would  have  been  if 
the  payment  had  been  left  for  your  executor  to  make  from  the 
proceeds  of  your  estate. 

Which  would  be  easier — ^for  you  to  pay  the  $1 ,600  a  year  out  of  your 
present  substantial  income  or  for  your  executor  to  get  the  $40,000 
from  your  estate,  at  your  family's  expense?' 

"I  pause  for  an  answer.  If  my  client  does  not  answer,  nevertheless 
I  know  what  he  is  thinking,  and  I  say. 

Of  course,  the  government  would  not  make  you  such  a  proposition 
but  my  company  does — right  now.  Buy  $40,000  of  straight  life  in- 
surance. You  will  save  $40,000  or  more  for  your  family;  and  what 
might  be  a  painful  experience  for  your  executor  and  your  family 
will  be  practically  painless  for  you." 

In  conclusion,  he  said,  "How  can  a  man  turn  down  such  a  simple, 
common-sense,  profitable  proposition  as  that?" 
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THIS  chapter  and  following  discussions  will  be  only  an  introduction  oi 
preface  (with  very  simple  illustrations)  to  a  subject  which,  for  the 
instruction  of  lawyers,  life  underwriters  and  trust  officers,  is  treated  in 
textbooks  of  several  hundred  pages. 


Without  a  competent  estate  plan,  of  two  alternatives,  an  easy  one 
and  a  hard  one,  many  a  man  takes  the  easy  one  for  himself  and  leaves 
the  hard  one  for  his  wife  (or  family).  By  a  simple  will,  merely  making 
his  wife  his  sole  heir  and  executor,  he  bequeaths  his  investments  anc 
perhaps  a  business  interest,  leaving  his  wife  momentous  decisions  to 
make,  a  multitude  of  problems  to  solve,  in  the  settlement  of  his  estate 
and  in  the  management  or  sale  of  property. 

When  a  man  is  estimating  the  value  of  what  he  will  leave  his  famil> 
at  his  death,  he  thinks,  of  course,  not  only  of  his  life  insurance  but  alsc 
of  all  other  properties  he  owns — stocks  and  bonds,  real  estate  and,  per- 
haps, a  business  of  which  he  is  the  proprietor,  or  a  partnership  or  shares 
in  a  close  corporation. 

He  may  have  established  a  well-ordered  program  for  the  conserva- 
tion of  the  proceeds  of  his  life  insurance.  But,  though  the  current  value  oJ 
other  assets  may  exceed  the  total  of  his  life  insurance,  he  may  have  made 
no  provision  for  the  conservation  of  his  estate. 

He  may  have  given  little  or  no  thought  to  the  fact  that,  as  things  are 
there  might  be  a  great  difference  between  the  value  of  his  estate  during 
his  lifetime  and  its  net  value  after  his  death. 

If  he  owns  a  business,  he  may  not  have  seriously  considered  wha 
might  become  of  it — whether  his  family  would  try  to  manage  it,  or  sel 
it  to  advantage  voluntarily,  or  be  forced  to  sell  it  at  a  loss  to  pay  creditor:^ 
and  tax  collectors. 
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Chronologically,  we  may  think  of  the  estate  plan  as  successor  to  the 
life  insurance  program — to  include  other  properties  as  well  as  life  in- 
surance; very  much  as  a  life  insurance  trust,  begun  as  a  plan  for  the  man- 
agement of  life  insurance  proceeds,  may  later  include  various  other  as- 
sets. 

To  illustrate  the  sequence: 

A  young  man  who  owns  no  property  creates  a  life  insurance  es- 
tate and  arranges  a  life  insurance  program  to  assure  conservation  of 
the  life  insurance  principal  and  certainty  of  income  to  his  beneficiaries. 
He  buys  a  home  and  protects  the  mortgage  with  life  insurance  and  co- 
ordinates his  social  security  with  his  life  insurance.  From  time  to  time 
he  adds  more  life  insurance  to  his  program  until  it  seems  to  be  adequate. 

Later  he  is  able  to  invest  in  stocks  and  bonds  or  real  estate,  and  adds 
to  his  savings  accounts.  He  may  establish  a  business  of  his  own,  or  enter 
into  a  partnership,  or  become  a  stockholder  in  a  close  corporation.  All 
these  properties  as  well  as  his  life  insurance,  he  feels,  should  be  com- 
bined in  a  design  for  the  future  protection  of  his  family's  interests  as  well 
as  his  own.  So,  with  the  advice  of  professional  planners,  he  arranges  for 
the  integration  of  his  life  insurance  and  all  other  assets  in  an  estate  plan. 

Without  a  competent  estate  plan,  at  death,  whether  there  is  or  is  not 
a  will,  a  man's  estate  might  be  subject  to  certain  costs,  deductions  and 
losses  and  business  complications  some  of  which  could  have  been  mini- 
mized or  avoided  by  careful  planning — in  the  light  of  experience  and 
knowledge  of  the  various  laws  relating  to  the  settlement  of  estates.  Also, 
without  a  plan,  the  ultimate  disposition  of  certain  properties,  especially  a 
business  interest,  might  be  quite  different  from  what  one  would  have  liked 
or  contrary  to  the  best  interests  of  his  heirs. 


Estate  planning  is  a  practice  engaged  in  by  certain  life  insurance 

men  and  women  and  by  attorneys  who  specialize  in  the  law  of  business, 

j  estates,  wills,  trusts  and  taxes.  There  are  special  courses  of  instruction 

I  for  students  of  both  of  these  professions  who  wish  to  prepare  for  the 

I  practice  of  estate  planning. 

An  estate  plan  should  be  developed  by  a  staff  of  specialists — a 
lawyer,  a  life  underwriter,  and  perhaps  also  an  accountant  and  a  trust 
officer.  As  a  rule,  it  is  the  life  underwriter  who  initiates  a  client's  interest  in 
estate  planning.  The  lawyer,  according  to  professional  ethics  and  custom, 
must  wait  for  clients  to  come  to  him.  But  the  life  underwriter  is  free  to  call 
on  persons  with  whom  he  would  Hke  to  do  business.  When  he  sees  a 
situation  in  which  he  thinks  there  may  be  need  for  an  estate  plan,  he 
i  speaks  of  it  and  explains  some  of  its  advantages.  If  the  client  is  interested, 
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he  agrees,  without  obligation,  to  join  in  a  study  of  his  problems  and  gives 
the  underwriter  the  necessary  facts  about  his  family,  his  life  insurance, 
his  business,  investments,  and  obligations.  After  studying  the  facts,  the 
underwriter  submits  his  recommendations.  Then,  with  the  client's  ap- 
proval, he  calls  his  "staff"  of  consultants,  or  the  client  invites  his  own  ad- 
visors to  join  them.  Or,  with  the  client's  consent  the  underwriter  may 
confer  with  them  before  submitting  any  plan. 

With  the  advice  of  lawyer,  life  underwriter  and  perhaps  an  ac- 
countant and  a  trust  officer,  decisions  are  made,  including  provisions  for 
any  additional  life  insurance  they  are  all  agreed  on.  Finally  the  necessary 
legal  instruments,  which  may  include  a  trust  agreement,  a  new  will,  and 
an  agreement  with  business  associates,  are  drafted  by  the  lawyer. 


Frequently,  consideration  of  an  estate  plan  begins  with  the  purchase 
of  life  insurance  for  one  particular  purpose.  Some  years  ago  a  young 
life  underwriter  asked  for  help.  He  said,  "I  know  a  rich  dairy  farmer  who 
has  a  small  amount  of  life  insurance.  He  ought  to  have  a  lot  more,  but  I 
can't  get  him  to  talk  about  it." 

"What  is  his  family  situation?" 

"He  is  married  and  has  a  son  in  college." 

"What  do  you  know  about  the  boy?  What  is  his  college  major  and 
what  will  he  do  after  college?" 

"I  haven't  any  idea." 

"Find  out  and  then  we'll  talk  about  it." 

A  few  days  later:  "That  farmer's  boy  is  a  senior  at  the  state  agri- 
cultural college,  specializing  in  dairying." 

"Well!  If  you  will  only  give  the  father  a  chance,  he  may  be  eager  to  buy 
a  large  amount  of  additional  life  insurance.  He  is,  of  course,  delighted 
that,  while  so  many  farmers'  sons  are  migrating  to  the  cities,  his  son  wants 
to  stay  with  his  father  and  be  a  dairy  farmer. 

"In  his  will  he  has  probably  bequeathed  all  his  property  to  his  wife. 
It  may  have  occurred  to  him  that  he  would  like  to  leave  the  farm  entirely 
to  the  boy.  But,  of  course,  he  couldn't  do  this.  It  wouldn't  be  fair  to  his 
wife  whose  welfare  is  his  first  consideration. 

"Ask  Mr.  Farmer  if  he  wouldn't  be  interested  in  hearing  about  a 
plan  by  which  he  could  make  his  son  the  sole  owner  of  the  farm  and  at  the 
same  time  assure  his  wife  an  adequate  monthly  income  for  life — with  no 
responsibility  for  the  property  and  the  dairy  business  with  which,  after 
all,  she  ought  not  to  be  burdened,  especially  in  her  later  years. 

"He  will  probably  ask  what  you  mean  and  when  you  tell  him  he  will 
be  interested.  And  you  can  quickly  show  him  how  much  life  insurance 
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he  will  need  when  he  teUs  you  the  amount  of  monthly  income  his  wife 
should  have  as  a  life  annuity.  If  he  arranges  this  for  his  wife,  he  can  then 
make  a  new  will,  leaving  the  farm  to  his  son. 

"Another  thing:  The  value  of  the  land,  buildings,  farming  and 
dairy  machinery  and  the  cows  will,  no  doubt,  entail  substantial  estate  and 
inheritance  taxes.  If  his  wife  inherits  from  him  and  the  son  inherits  from 
his  mother,  the  property  will  be  taxed  twice.  But  it  will  be  taxed  only 
once  if  the  son  inherits  directly  from  his  father.  The  tax  saving  might 
amount  to  a  good  many  thousands  of  dollars. 

"Of  course,  he  should  consult  his  lawyer  to  make  sure  that  this 
would  be  entirely  fair  to  his  wife  and  in  every  way  legal.  He  might  pro- 
vide that  if,  at  his  death,  the  life  insurance  were  not  in  force,  his  wife 
should  receive  all  or  the  major  share  of  the  farm  property.  And  before 
changing  his  will  he  should  talk  it  all  over  with  his  wife. 

"By  all  means,  the  marital  deduction  should  be  explained  to  him 
and  he  should  know  that  the  life  insurance  payable  to  his  wife  could 
qualify  for  this  deduction."  The  marital  deduction  permits  exclusion  from 
the  federal  estate  tax,  up  to  50  per  cent  of  the  taxable  estate,  of  properties 
passing  to  the  wife  with  full  "power  of  appointment,"  i.e.,  with  the  right 
to  dispose  of  them  as  she  pleases. 


When  Mr.  Farmer  had  been  granted  the  necessary  amount  of  life 
insurance,  it  was  suggested  that  he  study  the  possible  advantages  of  an 
estate  plan.  For  example,  in  event  of  his  death  he  certainly  would  not 
want  any  of  the  farm  to  be  sold  to  raise  the  money  for  taxes  and  other 
obligations  of  his  estate.  And  to  mortgage  the  farm  for  this  purpose  would 
at  the  outset  of  his  son's  career  burden  him  with  a  debt  (and  interest) 
which  it  might  take  some  years  to  pay  off — and  might  even  cut  too  much 
into  his  working  capital. 

The  convenient  and  economical  way  to  assure  possession  of  the 
money  for  taxes  and  other  payments  when  it  was  needed  and  to  protect 
the  farm  against  financial  impairment  would  be  to  do  it  with  additional 
life  insurance. 

"And  by  the  way,  Mr.  Farmer,  you  once  said  you  had  one  reserva- 
tion about  leaving  the  farm  to  your  son — that,  although  he  is  a  trained 
dairyman,  it  would  take  time  to  know  whether  he  would  also  be  a  good 
business  man. 

"If  you  wanted  to,  you  could  establish  a  trust  for  your  property 
with  a  provision  for  a  'test  period.'  At  your  death,  your  son  could  be 
made  manager  of  the  property.  Then  at  the  end  of,  say,  a  couple  of  years 
or  so,  if  the  books  showed  he  was  doing  all  right,  the  property  could  be 
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transferred  to  him.  If  he  was  not  domg  well,  the  trustee  could  sell  it  or 
dispose  of  it  otherwise  as  you  might  have  provided." 

Mr.  Farmer  may  have  had  some  different  ideas.  But  with  these  sug- 
gestions to  start  him  thinking,  he  and  the  underwriter,  a  good  lawyer  and 
a  trust  oflBcer  would  be  able  to  develop  an  estate  plan  that  would  solve 
certain  problems  which,  without  it,  could  become  very  difficult  and  com- 
plicated and  costly. 


The  writer  has  personally  known  of  several  other  father-and-son 
situations  in  which  similar  problems  were  solved  in  much  the  same  way 
as  that  of  the  farmer  and  his  son.  One  he  recalls  was  a  wholesale  hard- 
ware business,  another  was  a  manufacturing  company. 

Throughout  the  United  States  and  Canada  (indeed  all  round  the 
world)  there  are  thousands  of  situations  which  we  may  think  of  as 
"father-and-son  associations" — retail  and  wholesale  stores,  factories  of 
various  industries,  insurance  and  real  estate  firms  and  so  on. 

Each  of  them  is  a  potential  candidate  for  an  estate  plan  funded 
with  life  insurance.  It  is  possible  that  a  life  underwriter  could  profitably 
make  a  specialty  of  seeking  out  and  working  in  these  "father-and-son 
associations." 
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The  Main  Business  Asset 


AS  it  relates  to  a  business  interest,  the  purpose  of  an  estate  plan  is  ( 1 ) 
l\  to  protect  the  assets  against  impairments  in  settling  the  estate  and 
(2)  to  see  that,  according  to  the  best  interests  of  all  concerned,  the  busi- 
ness can  be  continued  by  the  heirs  with  a  minimum  of  disturbance  or  dis- 
posed of  as  a  going  concern  at  a  good  price. 

Business  property  consists  of  tangible  assets  such  as  ( 1 )  merchan- 
dise or  crops  for  sale;  (2)  land  and  one  or  more  buildings  or  a  lease  for 
a  term  of  years;  (3)  machinery  for  farming  or  manufacturing  and  ma- 
terials for  the  manufacture  and  sale  of  certain  products;  and  (4)  oflSce 
equipment,  delivery  trucks,  etc. 

And  there  is  that  "priceless"  asset,  the  main  factor  in  the  success  of 
the  business,  the  man  himself — his  character,  imagination,  ability,  judg- 
ment, experience,  capacity  for  making  friends,  his  personality.  The  vine 
without  sap  bears  no  fruit.  Without  the  spark,  gasoline  produces  no 
power.  Without  a  competent  man  to  manage  a  business,  other  assets 
avail  nothing  and  there  will  be  no  profits. 

That  priceless  asset,  the  main  factor  in  the  success  of  the  business, 
the  man  himself! 

Two  stores  in  the  same  line  of  business,  in  the  same  block,  offer 
equally  good  merchandise  in  equally  attractive  buildings  at  about  the 
same  prices.  One  does  fairly  well. 

The  other  is  an  outstanding  success.  If  only  you  walk  in  and  look 
around,  you  begin  to  understand  why  so  many  people  prefer  to  shop 
here.  There  is  a  different  atmosphere.  Displays  are  more  attractive. 
Clerks  are  more  alert.  Even  a  busy  one  looks  up  and  smiles  at  you  as  a 
mark  of  attention.  And  the  interest  they  take  in  trying  to  find  just  what 
you  want!  You  return  something.  They  are  so  sorry  it  isn't  just  what  you 
wanted,  are  glad  you  brought  it  back,  and  try  their  best  to  see  you  are 
satisfied. 
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The  store  has  a  personality,  an  imprint  of  the  man.  Take  away  the 
man.  Only  if  he  can  be  succeeded  by  someone  as  competent  as  himself 
and  able  to  please  the  public  as  he  had  been  will  the  business  continue 
to  be  as  successful  as  he  has  made  it. 

And,  at  his  death,  only  if  he  owned  a  very  substantial  amount  of  life 
insurance  could  his  family  be  compensated,  at  least  partially,  for  his  per- 
sonal value  to  the  business  if  it  were  sold — unless,  by  unlikely  good  luck, 
the  buyer  was  willing  to  pay  what  it  was  worth  for  the  "good  will"  or 
"customer  loyalty"  or  "name"  the  man  had  built  up  over  the  years. 

(Similarly,  it  should  be  noted,  the  success  of  a  firm  is  often  due 
largely  to  the  contribution  of  a  key  man,  perhaps  a  salaried  employee, 
such  as  a  competent  sales  manager,  manufacturing  or  financial  expert, 
an  inventor  or  designer.  Loss  of  business  because  of  the  death  of  a  key 
man  could  be  offset  only  if  his  life  had  been  well  insured  for  the  benefit 
of  the  firm  which  had  paid  the  premiums. ) 


Here  on  this  corner,  a  good  many  years  ago,  was  a  vacant  building. 
A  young  man  of  experience  as  a  foreman  in  a  large  manufacturing  plant 
rents  the  building.  He  has  a  little  money  but  possesses  an  abundance  of 
assets  of  personality.  Because  of  his  reputation  for  ability,  industry,  hon- 
esty, and  leadership,  he  is  able  to  obtain  the  necessary  conmiercial 
credit  and  assistance  in  obtaining  a  bank  loan  for  working  capital.  He 
starts  manufacturing  certain  parts  for  a  motor  company. 

Over  the  years  he  paid  off  all  his  debts,  bought  the  building  and 
built  up  a  substantial  business.  One  night  his  plant  was  destroyed  by  fire. 
Though  he  had  some  loss,  he  was  properly  insured  against  fire  and  loss  of 
occupancy  or  business  interruption.  He  put  up  a  larger  and  more  modern 
factory. 

When,  in  his  fifties,  he  died,  it  was  discovered  that  the  main  produc- 
tive asset  of  his  business,  the  man  himself,  had  not  been  well  insured.  To 
settle  his  estate,  including  the  federal  and  state  death  taxes  and  other 
obHgations,  the  executors  had  to  sell  the  factory.  In  the  sale,  as  there  was 
no  competition  for  purchase,  they  received  only  a  fair  price  for  the  build- 
ing, machinery,  and  merchandise.  The  buyers  got  for  nothing  the  fruits  of 
the  man's  years  of  work  in  acquiring  the  clientele  without  which  they 
might  not  have  been  willmg  to  buy  the  business  at  any  reasonable  price. 
After  all,  no  doubt,  what  the  buyers  wanted  most  of  all  was  the  cus- 
tomers. 

In  his  will,  this  man  had  stipulated  that  his  son,  who  was  his  assistant, 
should,  if  he  wished,  become  the  plant  manager  with  a  good  salary,  in 
which  case  he  should  have  a  one-third  interest  in  the  business,  two-thirds 
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going  to  the  mother;  otherwise,  she  was  to  have  the  entire  property.  Now 
it  was  gone.  The  net  estate  was  only  a  shadow  of  what  it  had  been  and  the 
son  was  out  of  a  job. 

Here,  certainly,  was  a  case  of  need  for  an  estate  plan  and  insurance 
on  the  main  asset,  the  man,  to  assure  the  family's  ownership  of  the  prop- 
erty and  the  continuation  of  the  son's  career. 
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Life  Insurance  Asset  Values 


THERE  should  be  a  postscript  to  every  estate  plan  that  is  funded  with 
life  insurance — whether  the  estate  owner  be  a  farmer  or  a  business 
man  or  a  professional  man  or  woman. 

In  any  case,  though  the  primary  concern  in  estate  planning  with 
life  insurance  is  to  protect  the  estate  for  the  benefit  of  heirs,  there  are 
valuable  life  insurance  assets  for  the  estate  owner  himself  and  his  business 
of  which  he  should  be  made  fully  aware. 

The  life  underwriter  should  prepare  for  the  estate  owner  a  state- 
ment showing: 

1.  The  annual  increase  in  the  poUcies'  cash  values.  (Over  the  years  the 
annual  increase  in  the  cash  value  is  usually  almost  as  large,  or  quite  as 
large,  as  the  annual  net  premium  payment — the  small  difference  repre- 
senting the  surprisingly  small  net  cost  of  the  insurance  protection. ) 

2.  The  substantial  amount  of  liquid  assets  the  estate  owner  will  have  built 
up  in  his  life  insurance  cash  values  (at  the  end  of  5,  10,  15  and  20 
years)  that  are  guaranteed  at  all  times  to  be  as  stated  in  the  policies. 

3.  The  guarantee  of  loans  for  personal  or  business  purposes,  which  are 
available  at  any  time,  even  when  satisfactory  loans  may  not  be  avail- 
able from  other  sources. 

4.  The  optional  retirement  values  at,  say,  age  60  and  65. 

5.  The  uses  of  any  dividends  on  deposit  at  interest  or  invested  in  paid-up 
additional  insurance  to  increase  the  amount  of  the  policies'  cash  values 
and  the  amounts  payable  in  event  of  death;  or  eventually  to  make  a 
policy  fully  paid  up  or  to  mature  it  as  an  endowment. 

A  policyowner  who  owns  life  insurance  as  a  provision  of  his  estate 
plan  should  think  of  it  as  double  protection:  ( 1 )  to  keep  his  estate  intact 
for  his  heirs  if  they  survive  him  and  (2)  as  a  backlog  of  investments  on 
which  he  can  rely  for  their  full  guaranteed  value  even  when  the  market 
value  of  other  good  investments  might  be  less  than  their  real  worth. 
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Estate  Plans  for  Professional  Men  and 
Women,  Executives,  Agents,  et  al. 


IF  the  client  is  a  professional  man  or  woman,  or  a  salaried  executive;  or 
operates  a  service  organization,  such  as  an  advertising,  insurance  or 
real  estate  agency;  or  is  independently  engaged  in  buying  or  selling  as  an 
investor  or  speculator;  or  is  an  agent  or  broker  or  auctioneer  engaged  in 
selling,  on  commission,  securities,  ships,  automobiles,  businesses,  prod- 
uce, etc., — then  it  may  be  that  throughout  his  life  his  main  assets  will 
consist  only  of  life  insurance,  savings  accounts,  stocks  and  bonds  and  real 
estate. 

For  a  professional  man,  a  salaried  executive,  or  a  commission  man, 
the  aim  of  his  estate  plan  will  be  similar  to  that  of  his  life  insurance 
program — to  assure  the  conservation  of  investment  assets,  continuity  of 
income,  and  eventually  a  proper  distribution  of  principal  to  his  bene- 
ficiaries. In  the  estate  plan,  these  purposes  may  be  provided  for  by  means 
of  his  life  insurance  program,  and  a  trust  agreement,  and,  for  certain 
minor  assets,  such  as  household  goods,  a  will. 

He  may  continue  his  life  insurance  program  as  it  is,  separate  from 
his  estate  plan  for  other  assets;  or  he  may  continue  the  income  provisions 
of  the  program  as  they  are  and  arrange  for  life  insurance  cash  payments 
and  other  assets  to  be  made  to  a  trust.  If  he  wishes  to  provide  for  dis- 
cretionary distribution  of  income  to  beneficiaries,  he  may  decide  to  have 
all  his  life  insurance  paid  to  a  trust. 

If  he  has  accumulated  a  large  estate  of  investments,  one  of  the  most 
important  parts  of  his  life  insurance  program — perhaps  the  most  im- 
portant— will  be  the  clearance  fund  to  settle  his  estate,  especially  the  pay- 
ment of  federal  estate  and  state  inheritance  taxes.  If,  on  the  other  hand, 
he  is  not  wealthy,  then  his  principal  life  insurance  need  is,  of  course,  in- 
come for  his  family. 

There  is  an  old  saying  that  certain  men  have  their  business  "under 
their  hats."  Change  the  meaning  a  bit:  In  the  sense  that  it  is  only  the  man 
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himself  who  is  under  his  hat,  we  may  apply  the  phrase  to  commission 
agents  and  salaried  executives  and  to  doctors,  lawyers,  engineering  con- 
sultants and  other  professional  men  and  women.  Almost  exclusively,  they 
themselves  are  their  business  assets  and  their  business  "dies  with  them." 

Unlike  the  merchant,  farmer,  or  manufacturer,  they  will  leave  prac- 
tically no  tangible  business  assets;  and  there  will  rarely  be  any  marketable 
good  will  that  can  be  sold  for  more  than  a  mere  pittance  for  the  use 
of  their  names.  Only  by  owning  an  adequate  amount  of  life  insurance 
can  they  pass  on  to  their  families  the  value  of  their  life's  work. 

The  same  is  true  of  an  advertising  or  real  estate  or  insurance  agency 
unless  it  has  a  large  amount  of  business  on  the  books  of  which,  it  may  be 
assumed,  a  fair  percentage  could  be  retained  by  a  purchaser.  Because  of 
the  probability  that  other  agencies  will  strive  to  wean  away  the  deceased 
agent's  business,  offers  to  buy  the  accounts  may  not  be  very  generous. 

Unless  the  owner  of  an  agency  has  a  dependable  plan  for  its  con- 
tinuation as  a  family  business,  he  should  assume  that  if  it  can  be  sold 
his  estate  will  not  be  well  compensated  for  the  business  good  will  that  was 
of  great  value  during  his  lifetime.  In  the  end,  like  the  professional  man,  he 
may  leave  practically  no  tangible  business  assets.  And  it  is  only  by  own- 
ing an  adequate  amount  of  life  insurance  that  his  family  can  be  compen- 
sated for  the  loss  of  his  earning  power. 

When  a  successful  agency  is  continued  as  a  family  business,  it  is 
certain  that  the  federal  tax  collector  will  look  into  the  possibility  of  in- 
cluding good  will  as  a  taxable  asset. 

With  this  in  mind,  we  have  just  telephoned  to  one  of  the  sons  of  an 
old  friend  who  died  less  than  a  year  ago.  His  family  inherited  a  very 
profitable  insurance  and  real  estate  agency,  which  they  are  carrying  on 
successfully.  We  asked  whether  or  not  the  estate  would  be  taxed  on  the 
good  will  of  the  business. 

He  said,  "We  don't  know  yet,  but  we  are  preparing  for  it." 

"In  what  ways?" 

"The  asset  value  of  good  will  would  probably  be  estimated  by  capi- 
talizing the  net  earnings  of  the  agency  during  the  last  few  years  of  our 
father's  life.  Just  now  we  are  analyzing  the  profits  of  various  departments 
of  the  business.  Some  of  it  has  always  been  profitable.  Some  of  it  was  only 
fairly  so.  A  part  of  it,  which  was  principally  an  accommodation  to  our 
clients,  was  unprofitable  or  even  operated  at  a  loss.  Next  we'll  sit  down 
with  our  tax  lawyer  and  see  if  we  can  figure  out  what  the  government  will 
say." 

If  the  government  can  find  a  good-will  value,  it  will  certainly  be  in- 
cluded in  the  statement  of  taxable  assets. 

In  setting  up  an  estate  plan  for  the  owner  of  an  agency,  the  possible 
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value  of  good  will  should  always  be  considered  in  an  estimate  of  the 
amount  of  life  insurance  required  to  pay  federal  estate  and  state  inheri- 
tance taxes. 

An  interesting  example  of  the  federal  estate  tax  on  business  good 
wiU  was  that  of  Tiffany,  the  New  York  jeweler.  The  value  of  the  good  will 
of  his  business  was  appraised  for  tax  purposes  at  $1,507,922.42. 
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Closely  Held  Businesses 


IF  a  man  is  engaged  in  some  enterprise,  such  as  retail  or  wholesale 
trade  or  manufacturing,  then  for  a  good  many  years,  or  perhaps  all 
his  life,  the  chief  tangible  assets  of  his  estate  may  be  the  business  or  his 
share  of  it. 

For  only  when  there  was  an  excess  of  profits  over  the  need  for 
capital  additions  to  his  business  would  he  be  able  to  purchase  other  in- 
vestments, such  as  stocks  and  bonds  or  real  estate. 

As  stated  in  a  previous  chapter:  The  purpose  of  an  estate  plan,  as  it 
relates  to  a  business  interest,  is  (1)  to  protect  the  value  of  its  assets 
against  impairment  in  settling  the  estate  and  (2)  to  see  that  after  the 
owner's  death,  according  to  the  best  interests  of  all  concerned,  the  busi- 
ness can  be  continued  with  a  minimum  of  disturbance  or  disposed  of  as 
a  going  concern  at  a  good  price. 

Here  we  are  concerned  with  what  in  the  federal  tax  law  is  referred  to 
as  "a  closely  held  business" — a  sole  proprietorship,  a  partnership  or  a 
close  corporation,  owned  by  so-called  "small  business  men"  some  of 
whom  have  been  made  very  wealthy  by  their  "small  businesses."  For  sole 
proprietors,  partners  and  stockholders  of  close  corporations,  the  problems 
of  estate  planning  are  in  some  respects  similar.  In  some  respects  they  are 
quite  different. 


We  heard  a  very  informal  old  corporation  lawyer  begin  a  talk  on 
the  forms  of  closely  held  business  organizations  as  follows: 

"The  word  'corporation,'  like  'corpse,'  comes  to  us  from  the  Latin 
corpus,  meaning  'body.' 

"A  sole  proprietor  or  a  partner  is  a  body  born  of  woman.  A  corpo- 
ration is  an  artificial  body,  or  entity,  created  by  an  act  of  legislation. 

"One  of  the  chief  characteristics  of  a  corporation  is  that,  unlike  a 
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body  born  of  woman,  a  corporation  is,  at  least  theoretically,  immortal — 
has  had  immortality  breathed  into  it  by  a  legislative  act. 

"Sole  proprietors  and  partners  work  and  die.  Their  enterprise, 
which  is  a  personal  business  and  a  part  of  their  personal  estate,  terminates 
when  they  do.  The  'remains'  of  the  business  are  turned  over  to  the  under- 
taker, who  is  called  a  probate  judge,  to  dispose  of  according  to  law. 

"On  the  other  hand,  the  death  of  stockholders  of  a  close  corporation 
does  not  terminate  the  business.  Even  if  all  of  them  were  killed  in  an 
automobile  accident,  the  corporation  would  still  be  alive. 

"It  could  be  continued  by  their  heirs;  or  it  might  be  terminated  by  a 
voluntary  act  of  successor  stockholders;  or,  under  an  incompetent  new 
management,  it  might  fail  and  be  forced  into  liquidation." 

Our  dictionary  definition  of  corporation:  "A  body  corporate  legally 
authorized  to  act  as  a  single  individual;  an  artificial  person  created  by 
legislative  act." 

Another  point  of  difference  between  personal  owners  and  a  corpo- 
ration is  in  the  matter  of  liability  for  debts  and  obligations  of  the  business : 

1 .  All  the  assets  of  a  sole  proprietor  or  a  partner,  including  his  personal 
investments,  are  liable  for  the  debts  and  obligations  of  his  business. 
And  in  a  partnership,  each  partner  is  liable  for  all  the  debts  of  the 
firm;  if  one  is  "broke"  and  the  other  is  able  to  pay,  the  latter  must 
pay  all  the  just  claims  of  creditors  and  tax  collectors. 

2.  The  stockholders  of  a  corporation  are  liable  for  the  company's  debts 
only  to  the  extent  of  the  value  of  the  stock  they  own. 

Also,  there  is  a  difference  in  the  payment  of  federal  income  taxes. 
Sole  proprietors  and  partners  are  taxed  only  once;  their  business  net 
profits  are  included  in  their  personal  income  returns.  A  corporation's 
stockholders  pay  a  double  income  tax.  Collectively  they  pay  the  corpora- 
tion tax  on  the  company's  entire  net  profits  and  then  each  pays  a  personal 
tax  on  the  dividends  he  receives. 
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Sole  Proprietors 


THAT  "priceless  asset"  of  a  business,  the  man.  Consider  the  many 
thousands  of  businesses  that  are  owned  and  managed  by  one  per- 
son commonly  designated  as  a  sole  proprietor.  He  or  she  alone  made  the 
business  what  it  is  and  is  alone  responsible  for  its  future  success. 

In  event  of  the  owner's  death,  practically  all  that  will  be  left  of  the 
business  is,  perhaps,  a  store  with  goods  on  its  shelves  or  a  factory  with 
machinery  and  a  supply  of  finished  products  and  raw  materials — and,  in 
either  case,  a  list  of  customers  who  will  be  lost  unless,  under  a  new  man- 
agement, the  business  can  continue  to  offer  as  good  service  as  during  the 
deceased  owner's  lifetime. 

The  heart,  the  mainspring,  the  life  of  the  business  is  gone. 

Too  often  the  business  must  be  sold  to  raise  money  to  settle  the 
estate.  Only  a  few  days  ago  we  saw  a  half -page  advertisement  in  our 
Hartford  newspaper  headed,  "It  must  be  sold — Estate  Settlement  Sale — 
$100,000  Stock — Hardware,  Farm  Equipment,  Lumber."  Following 
was  a  long  list  of  merchandise,  showing  the  regular  price  for  each  item. 
This  merchandise,  the  reader  was  told,  would  be  sold  at  "V^,  ^  and  V^" 
of  these  figures. 

If  the  proprietor  owns  enough  life  insurance  to  provide  cash  to 
settle  his  estate,  there  will  be  no  need  for  an  emergency  or  forced  sale. 
If  the  heirs  do  not  intend  to  continue  the  business,  the  executor  will  be 
able  to  conduct  an  orderly  voluntary  sale,  with  less  loss  to  the  estate.  He 
may  even  succeed  in  selling  it  as  a  going  concern,  with  an  established  cli- 
entele, to  someone  who  wants  to  operate  it.  Perhaps  he  could  obtain  a 
very  good  price,  if  there  were  some  competition  for  purchase,  i.e.,  two  or 
more  persons  who  wanted  to  own  the  business. 

If  it  is  not  necessary  to  liquidate  the  business  to  settle  the  estate  and 
the  family  decides  to  run  it  themselves,  they  will  probably  need  more 
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working  capital,  while  the  new  management  is  getting  under  way — for 
emergency  needs  and  in  order  to  take  advantage  of  valuable  discounts 
in  buying  supplies.  Moreover,  credit  formerly  extended  to  the  business 
may  be  withdrawn,  or  at  least  seriously  restricted,  after  the  proprietor's 
death. 

The  need  for  working  capital  should  certainly  be  taken  into  ac- 
count in  providing  business  life  insurance,  if  it  is  expected,  as  so  often  it 
is,  that  the  family  would  take  over  the  management  of  the  business. 

No  doubt,  in  most  cases  the  sole  proprietor's  business  is  the  princi- 
pal asset  of  his  estate.  Because  of  the  need,  from  time  to  time,  for  in- 
creasing his  capital  investments  in  plant  and  equipment  and  maintaining 
substantial  bank  balances  for  working  capital,  aside  from  his  home  the 
average  sole  proprietor  may  not  have  been  able  to  accumulate  other  as- 
sets, such  as  stocks  and  bonds  or  real  estate. 

So,  the  business  may  be  his  family's  principal  inheritance.  In  a  way, 
a  man's  life  is  his  family  and  his  business,  and  his  business  is  principally 
for  the  support  of  his  family.  And,  no  doubt,  he  thinks  of  it  as  a  provision 
for  their  future  after  his  death,  whether  it  is  sold  or  continued  as  a  family 
enterprise. 

But  as  an  inheritance,  his  estate  will  be  subject  to  many  more 
complications  and  more  delays  than  had  it  consisted  of  stocks  and  bonds, 
or  real  estate. 

These  delays  and  involvements,  so  confusing  and  distressing  for  a 
widow  or  children,  who  are  anxiously  waiting  for  word  as  to  what  their 
inheritance  will  be,  can  be  greatly  minimized  and  certain  losses  avoided, 
if  there  is  sufficient  life  insurance  to  pay  promptly  all  claims  that  have 
been  approved  by  the  probate  court. 

What  has  been  said  of  sole  proprietors  and  their  families  applies  also 
to  a  partner,  the  settlement  of  whose  estate,  as  we  shall  see,  may  be  at- 
tended by  even  more  difificulties  than  the  estate  of  a  sole  proprietor. 

A  practical  estate  plan  for  the  average  sole  proprietor  (and  partners) 
would  provide: 

1.  First  of  all,  in  order  to  protect  the  family  in  any  event,  including  the 
liquidation  of  the  business  at  a  loss,  a  life  insurance  program,  with  at 
least  the  bed-rock  minimum  of  guaranteed  income  for  their  necessary 
living  expenses.  This  income  would  begin  almost  immediately  after 
the  policyowner's  death,  at  a  time  when  his  estate  would  be  in  the 
hands  of  the  executor  and  the  probate  court.  According  to  the  varying 
laws  of  different  states,  the  life  insurance  income  would  be  partially 
or  wholly  exempt  from  the  claims  of  creditors.  This  exemption  is  one 
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of  the  most  important  facts  to  be  considered  in  developing  estate 
plans  for  sole  proprietors  and  partners. 

2.  Life  insurance  to  settle  the  estate  and  protect  the  business  (and  fam- 
ily) against  the  losses  commonly  experienced  in  an  emergency  sale. 

3.  A  provision  for  an  orderly  sale  of  the  business  assets  in  order  to  ob- 
tain fair  prices;  or 

4.  If  it  is  expected  that  the  family  will  continue  the  business,  life  insur- 
ance to  provide  working  capital,  and  any  directions  or  suggestions 
which  the  owner  may  feel  he  should  specify  as  to  who  should  be  the 
manager,  how  he  should  be  compensated,  how  the  profits  should  be 
distributed  to  various  heirs,  etc. 

With  the  help  of  the  life  underwriter  the  business  man  should  con- 
sider including  in  his  estate  plan  enough  life  insurance  to  provide  for  the 
various  needs  suggested  above.  If  he  feels  he  cannot  afford  the  entire 
amount,  then  he  should  provide  for  what  seems  to  be  of  primary  impor- 
tance. 

The  sole  proprietor  who  has  some  fortune  apart  from  his  business 
should,  in  planning  against  possible  losses  in  the  settlement  of  his  busi- 
ness, remember  that  his  investments  in  stocks  and  bonds  or  real  estate 
might  become  subject  to  the  claims  of  his  business  creditors. 

As  previously  stated;  the  stockholders  of  a  corporation  are  legally 
protected  by  limited  liability.  They  are  liable  for  the  firm's  obligations 
only  to  the  extent  of  their  interest  in  the  business.  But  the  personal  assets 
of  sole  proprietors  may  be  taken  to  satisfy  any  business  indebtedness  in 
excess  of  the  value  of  business  assets. 

(Partners  also  are  subject  to  unlimited  liability.  Why  don't  partners 
and  sole  proprietors  obtain  the  advantage  of  limited  liability  by  forming 
a  family  corporation?  Their  reasons  wiU  be  discussed  in  the  chapter  on 
partnerships. ) 


A  point  we  have  emphasized  more  than  once  should  be  of  special  in- 
terest to  a  business  owner  when  he  ponders  the  cost  of  life  insurance.  He 
thinks  of  the  premiums  of  $20,  $30,  or  $40  per  $1,000  (accordmg  to 
age)  as  an  added  expense  when  he  is  trying  to  keep  expenses  at  a  mini- 
mum. Yet  the  annual  cost  of  insurance  will  be  only  the  small  difference 
between  the  premium  and  the  increase  in  the  cash  value  of  his  policy. 

A  policyowner  said,  "It  looks  to  me  as  if,  when  I  pay  a  premium,  the 
company  puts  most  of  it  into  my  cash  value  account."  It  is  true  that  the 
annual  increase  in  the  cash  value  is  soon  only  shghtly  less  than  the  annual 
premium  payment. 
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For  example,  for  a  $10,000  straight  life  policy  issued  at  age  40  by 
a  certain  nonparticipating  company  the  annual  premium  is  about  $230. 
The  guaranteed  increase  in  the  cash  value  from  the  second  to  the  third 
year  is  $200,  from  the  third  to  the  fourth  year,  and  from  the  fourth  to  the 
fifth  year  the  increase  in  cash  value  is  also  $200.  Thereafter  the  annual 
increase  is  slightly  more  than  $200. 

Though  the  business  owner  may  enjoy  good  credit  at  the  bank,  there 
may  come  a  time,  as  often  happens,  when  during  a  temporary  exhaustion 
of  his  bank  credit,  he  needs  cash  for  some  family  or  business  emergency. 
At  such  a  time,  he  can  rely  on  his  life  insurance  for  its  guaranteed  loan 
value  as  specified  in  his  policies. 

A  loan  from  a  bank  depends  on  the  bank's  approval  of  the  security 
for  the  loan.  In  hard  times  it  might  be  difficult  or  impossible  to  obtain  a 
bank  loan,  and  it  would  be  granted  only  at  the  option  of  the  bank. 

A  life  insurance  policy  loan,  based  on  its  guaranteed  cash  value,  is 
made  at  the  option  of  the  policyowner.  He  may  exercise  contractual  right 
to  borrow  from  the  life  insurance  company.  Or  he  may  use  the  cash  value 
as  collateral  for  a  bank  loan — for  which  it  has  a  top  rating. 


46 


Partners 


IF  the  business  is  a  partnership,  the  estate  plan  will,  of  course,  be  more 
complicated.  In  addition  to  the  settlement  of  the  estate,  there  must, 
first,  be  a  settlement  between  the  executor  and  the  surviving  partner  {or 
partners). 

You  will  recall  that,  under  the  law  of  partnerships,  upon  the  death  of 
a  partner  the  partnership  is  automatically  dissolved  and  the  survivor  is  re- 
quired to  pay  the  appraised  value  of  the  deceased's  share  of  the  net  assets 
to  his  executor. 

Take  a  case  of  two  partners.  No  doubt,  occasionally,  especially 
when  one  of  them  is  very  ill,  both  partners  think  of  the  possibility  of  one's 
dying  and  of  the  problems  that  would  be  created  by  his  death.  The  sick  man 
is  worrying  about  what  would  happen  to  his  family's  interest  in  the  busi- 
ness. His  partner  is  wondering  what  his  situation  would  be  after  he  had 
settled  with  the  deceased's  estate. 

The  executor  must  have  cash  to  pay  the  obligations  of  the  deceased's 
estate.  As  a  rule  there  are  not  enough  liquid  assets  (unless  there  is  ade- 
quate life  insurance).  The  partnership  interest  is  usually  the  chief  asset 
of  the  estate  and  the  main  source  of  funds  for  creditors  and  tax  collectors 
as  well  as  for  the  family — funds  that  will  not  be  available  until  a  settle- 
ment with  the  estate  has  been  made  by  the  surviving  partner.  He,  also, 
would  be  in  sore  need  of  cash,  for  two  reasons :  ( 1 )  by  law  he  must  pay 
the  estate  its  share  of  the  net  value  of  the  business;  and  (2)  he  wants  to 
stay  in  business.  But  the  surviving  partner  is  short  of  liquid  assets.  And, 
usually,  his  chief  asset  is  his  interest  in  the  business. 

He  would  have  four  alternatives :  ( 1 )  to  borrow  the  money,  if  he 
could,  and  saddle  himself  with  a  debt  that  might  be  a  business  handicap 
for  some  years;  or  (2)  find  a  competent  new  partner  who  could  put  up 
the  purchase  price;  or  (3)  form  a  partnership  with  a  member  of  the  de- 
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ceased's  family  (the  widow,  a  son  or  son-in-law);  or  (4)  liquidate  the 
business. 

He  is  not  sure  he  could  borrow  the  money  or  find  a  suitable  new 
partner  of  experience  who  had  sufficient  money  or  credit;  nor  that  the 
family  would  join  him  in  a  partnership,  or  that  one  of  them  as  the  active 
partner  would  be  a  help  to  him  rather  than  a  hindrance. 

The  only  alternative  he  could  be  certain  of  would  be  to  liquidate  the 
business,  probably  at  a  great  loss  to  himself  and  his  partner's  estate — per- 
haps sell  new  merchandise  at  second-hand  prices.  If  the  business  was 
Uquidated,  the  surviving  partner  would  have  to  start  all  over  again,  per- 
haps be  obliged  to  take  a  job  working  for  someone  else — after  all  the 
years  he  had  spent  building  up  a  successful  business  that  has  now  fallen 
into  ruins  for  want  of  life  insurance. 

With  such  a  forlorn  prospect,  he  might  persuade  his  partner's  family 
to  enter  into  a  partnership  with  him,  as  a  means  of  saving  the  business 
and  earning  a  living  for  all  of  them.  With  the  business  saved,  the  executor 
could  no  doubt  raise  the  cash  he  needed. 

But  this  would  be,  as  it  were,  a  forced  rather  than  a  voluntary  part- 
nership, a  last  resort,  the  only  way  of  saving  the  business.  As  in  many 
similar  situations,  it  might  turn  out  to  be  an  unhappy  arrangement.  With 
an  inexperienced  and  perhaps  an  incompetent  associate,  the  surviving  part- 
ner might  soon  be  carrying  more  than  his  share  of  the  work  and  it  might 
become  necessary  to  increase  the  cost  of  operation  by  employing  additional 
help.  Yet  the  family  representative  would  probably  expect  the  same  salary 
and  share  of  profits  as  had  been  received  by  the  competent  old  partner. 
The  business  might  decline  and  eventually  fail.  Such  has  been  the  final 
course  of  many  a  once  prosperous  partnership  for  want  of  adequate  life 
insurance. 

An  estate  plan  for  each  of  the  partners  should  include  a  contract  be- 
tween the  partners  by  which,  at  the  death  of  one,  his  share  of  the  business 
would  be  purchased  by  the  surviving  partner  at  an  agreed  fixed  cash  price 
or  by  a  plan  of  payments  stated  in  the  contract,  each  partner's  life  to  be  in- 
sured to  provide  money  for  payment  to  the  heirs  or  estate  of  the  deceased 
partner. 

Another  thing:  Partners  are,  of  course,  liable  "jointly  and  severally" 
(separately).  Each  is  liable  for  all  the  firm's  debts.  And  not  only  the 
assets  of  the  business  but  the  private  assets  of  each  partner  are  liable  for 
the  firm's  debts. 

Example:  Of  two  partners,  one  is  thrifty  and  a  good  investor  and 
has  accumulated  considerable  property  in  stocks  and  bonds.  The  other 
partner  and  his  family  are  extravagant  and  his  share  of  the  business  is 
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most  of  what  he  owns.  If  the  business  is  liquidated  at  a  loss  with  a  debit 
balance  and,  let's  say,  one  partner  is  insolvent  while  the  other  has  sub- 
stantial properties,  the  latter  will  be  liable  for  the  entire  balance  of  in- 
debtedness. 

In  considering  an  estate  plan  for  partners  or  sole  proprietors,  their 
advisers  might  recommend  that  the  business  be  incorporated,  in  order 
that  they  might  become  liable  for  indebtedness  only  to  the  extent  of  their 
interest  in  the  business. 

Perhaps  a  reason  why  many  partners  and  sole  proprietors  have  not 
incorporated  is  that  the  stockholders  of  a  corporation  are  subject  to  a 
double  federal  income  tax.  Before  it  can  distribute  dividends  to  its  stock- 
holders, the  corporation  must  pay  a  corporate,  or  business,  income  tax  of 
30  per  cent  on  the  first  $25,000  of  net  profits  and  52  per  cent  on  the 
balance.*  Then  in  addition  each  stockholder  must  pay  a  personal  income 
tax  on  the  dividends  he  receives. 

On  the  other  hand,  partners,  like  sole  proprietors,  pay  only  one 
federal  income  tax.  Their  business  is  a  personal  enterprise  and  each 
owner  includes  in  his  personal-tax  statement  of  income  the  amount  of  his 
share  of  the  total  net  profits  of  the  business.  Also,  they  Uke  the  "infor- 
mality and  freedom"  of  a  personal  business  as  compared  with  the  legal 
strictures  and  certain  formalities  with  which  a  corporation  must  comply. 

A  new  federal  law  enacted  in  1958  (discussed  in  Chapter  48)  con- 
tains options  available  to  business  owners,  the  election  of  which  is  de- 
signed to  eliminate  these  differences  in  the  treatment  of  incorporated  and 
nonincorporated  businesses. 

*  1961  Internal  Revenue  Code. 
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Close  Corporations 


IF  the  business  is  a  close  corporation,  the  family  and  executor  of  a 
deceased  stockholder  have  similar  problems  in  the  settlement  of  the 
estate — the  need  for  cash  and  (without  adequate  life  insurance)  the 
possibility  of  having  to  sell  their  stock  for  whatever  they  can  get  in  order 
to  raise  the  money. 

What  is  very  different:  If  after  probate  the  family  receives  the  shares 
of  the  deceased,  there  is  no  question  whether  they  will  be  "partners"  of  the 
surviving  stockholders.  They  already  are;  for  they  have  inherited  the 
stock.  If  they  want  to  continue  in  the  business,  they  can  do  so,  whether 
the  other  stockholders  hke  it  or  not.  If  they  want  to  get  out,  the  other 
stockholders  have  an  advantage  in  negotiating  a  low  price  for  the  stock 
and  the  family  may  sustain  a  loss.  On  the  other  hand,  if,  to  avoid  an  as- 
sociation with  inexperienced  heirs,  the  survivors  want  to  buy  their  stock, 
the  heirs  have  an  advantage  and  might  demand  too  high  a  price. 

A  practical  plan  for  all  concerned  would  be  a  contract  by  which,  at 
the  death  of  a  stockholder,  his  heirs  would  sell  and  the  other  stock- 
holders would  purchase  the  deceased's  shares  at  a  cash  price  agreed  on 
while  aU  the  stockholders  were  living  or  by  payments  to  be  determined  by 
a  formula  prescribed  in  the  contract.  Each  stockholder  would  be  insured 
for  enough  to  provide  payment  to  his  heirs  of  all  or  the  major  part  of  the 
purchase  price  of  his  shares  in  event  of  his  death.  The  corporation  may  be 
willing  to  purchase  the  shares  of  a  deceased  stockholder.  In  such  cases, 
the  corporation  would  own  insurance  on  the  stockholders'  lives. 
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1958  Law— Options  to  Closely 
Held  Businesses 


THE  1958  federal  law  relating  to  closely  held  businesses  offers  to  sole 
proprietors,  partners,  and  close  corporations  certain  options,  which 
in  the  light  of  long-established  legal  restrictions,  are  quite  revolutionary. 

1.  Payment  of  Estate  Tax  in  Installments:  The  new  law  recognizes  the 
severe  hardships  suffered  by  many  families  due  to  the  necessity  of  pay- 
ing the  federal  estate  tax  in  one  sum.  Too  often  it  has  been  necessary 
for  an  executor  to  Uquidate  a  family  business  at  a  considerable  or  great 
loss  in  order  to  pay  the  tax  within  the  legal  time  limit.  With  certain 
qualifications,  the  1958  law  permits  payment  of  the  federal  estate  tax 
on  a  "closely  held  business  interest"  in  equal  annual  installments  over 
a  period  of  not  more  than  10  years  plus  interest  at  4  per  cent  on  the 
unpaid  balance.* 

The  closely  held  business  interest  may  be  (a)  a  sole  proprietorship, 
(b)  a  partnership  interest  where  there  are  not  more  than  10  partners 
or  when  the  decedent's  interest  amounts  to  20  per  cent  or  more  of  the 
firm's  capital,  or  (c)  stock  in  a  close  corporation  under  the  same 
quaUfications  as  those  for  partnerships. 

This  new  provision  will  be  a  welcome  relief  to  some  families.  Yet  the 
option  of  installment  payments  may  not  always  avoid  severe  hardship; 
in  some  cases,  during  the  10-year  period,  it  may,  for  some  reason,  be- 
come necessary  to  sell  the  business;  e.g.,  if  the  annual  tax  payments 
and  interest  are  too  great  a  drain  on  declining  profits. 
If  the  business  is  sold  the  commissioner  will  demand  full  payment  in 
one  sum  of  the  unpaid  balance  of  the  tax.  Moreover,  the  payment  in 
installments  with  interest  for  10  years  would  substantially  increase 

*  To  qualify  for  this  privilege,  the  decedent's  interest  in  the  business  must  ex- 
ceed either  (1)  35  per  cent  of  the  value  of  his  gross  estate  or  (2)  50  per  cent  of  his 
taxable  estate. 
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the  total  tax  obligation — from  100  per  cent  of  the  tax  levy  to  1 18  per 

cent. 

The  way  to  make  sure  that  the  business  will  not  have  to  be  mortgaged 

or  liquidated  and  to  avoid  additional  payment  of  interest  on  installment 

payments  is  to  own  enough  life  insurance  as  a  clearance  fund  to  pay 

all  claims  against  the  estate,  including  the  federal  estate  tax. 

2.  Income  Tax  Option  for  Stockholders:  As  previously  stated,  while  sole 
proprietors  and  partners  pay  one  federal  income  tax  on  all  business  net 
profits  as  a  part  of  their  personal  taxes,  the  stockholders  of  a  corpora- 
tion are  subject  to  a  double  tax.  Before  a  corporation  can  pay  divi- 
dends to  stockholders,  all  its  net  profits  are  taxed  30  per  cent  on  the 
first  $25,000  and  52  per  cent  on  any  excess  over  $25,000.  In  effect 
this  is  a  tax  on  each  stockholder's  share  of  the  profits.  Then,  in  addition, 
each  stockholder  pays  a  personal  income  tax  on  the  dividends  he  has 
received. 

Under  the  1958  law,  subject  to  certain  qualifications  and  conditions, 
the  stockholders  of  a  close  corporation  may  elect  to  be  taxed  as  if  it 
were  a  personal  business — a  partnership. 

Thus,  the  corporate  tax  (of  30  and  52  per  cent)  would  be  ehminated 
and  each  stockholder  would,  as  partners  do,  include  in  his  personal  tax 
return  his  share  of  all  the  company's  net  profits,  including  not  only 
his  dividends  but  also  his  proportionate  share  of  profits  retained  in  the 
company's  treasury  as  surplus  for  contingencies  or  working  capital  or 
for  promotion  or  expansion  of  the  business. 

3.  Option  to  Personal  Businesses  as  to  Asset  Liability:  If  sole  proprietors 
or  partners  elect  to  incorporate,  as  explained  above,  then  as  stock- 
holders their  business  liabilities  will  be  Umited  to  the  value  of  their 
stock  holdings.  And,  of  course,  they  may  continue  to  pay  their  federal 
business  income  tax  as  previously,  that  is,  as  a  part  of  their  personal 
income  taxes. 

4.  Also,  by  incorporating,  personal  businesses  become  eligible  for  so- 
called  fringe  benefits  available  only  to  corporations  such  as:  (a) 
pension  and  profit-sharing  plans  for  employees,  under  which  the  com- 
pany's contributions  to  the  plan  can  in  effect  be  deducted  from  taxable 
income  and  large  sums  accumulated  over  the  years,  tax  free;  (b) 
medical  payment  plans,  with  tax  savings;  and  (c)  tax  saving  benefits 
from  sick-pay  plans  and  employee  death  benefits. 

Whether  to  elect  to  take  advantage  of  these  options  under  the  1958 
law  or  to  continue  as  heretofore  will  depend  on  circumstances  in  in- 
dividual situations.  In  some  cases  there  may  be  a  partnership  or  a  corpora- 
tion dilemma.  The  partners  or  stockholders  may  have  different  views. 
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One  may  see  a  personal  advantage,  others  a  disadvantage,  in  the  election 
of  an  option;  and  the  options  are  available  only  if  they  all  agree  to  join  in 
an  election. 

We  know  a  major  stockholder  in  a  prosperous  close  corporation  who 
says  he  would  not  vote  to  avoid  the  corporation  tax  and  pay  a  personal 
income  tax  on  his  share  of  all  the  company's  net  profit  because  the  ad- 
dition to  his  salary  and  investment  income  would  put  him  in  such  a  high 
tax  bracket  that  he  would  have  a  loss  instead  of  a  gain.  In  any  case,  it  is 
usually  advisable  to  consult  a  tax  specialist. 
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Surviving  Employees 


THERE  are  many  different  problems  for  which  an  estate  plan  is  in- 
dicated. A  very  important  one  is  the  status  of  surviving  employees  in 
a  closely  held  business  following  the  death  of  their  employer.  Many  of 
them  have  a  long  record  of  competent  and  faithful  service  to  the  firm,  as 
executives  and  foremen  or  as  sales  persons  and  office  or  factory  workers. 

Will  they  be  out  of  a  job,  possibly  at  ages  when  it  would  be  dif- 
ficult to  find  new  employment?  Will  the  business  be  continued  as  a  family 
enterprise  in  which  they  will  probably  be  employed?  Or,  will  it  be  sold 
to  someone  who  will  replace  old  employees  with  a  new  staff  or  move  the 
business  to  a  new  location?  Or,  will  the  business  be  liquidated?  Or  will 
their  employer,  in  recognition  of  their  value  to  him  over  the  years,  have 
adopted  an  estate  plan  including  some  provision  for  compensation  to 
them  or,  still  better,  for  job  security? 

Has  he,  as  many  others  have  done,  made  it  possible  for  old  employ- 
ees to  succeed  him  in  ownership  of  the  business? 

Here  is  an  interesting  case  that  will  illustrate  the  possibility  of 
solving  such  problems  by  means  of  an  estate  plan  funded  with  life  insur- 
ance. There  was  a  prosperous  manufacturer  whose  factory  was  in  a  little 
New  England  village  where  it  had  been  established  by  his  grandfather. 
Except  for  the  usual  retail  stores,  the  village  bank  and  filling  stations,  it 
was  the  only  business  in  the  village.  Most  of  the  inhabitants  who  were 
employed  worked  in  this  factory. 

One  day  the  owner's  life  underwriter  asked  him  what  would  happen 
to  his  business  if  he  died.  He  had  no  sons  and  said  there  was  no  one  in  his 
family  who  could  manage  the  business.  But  it  was  a  money-maker  and  no 
doubt  could  be  sold  at  a  good  price.  He  already  had  enough  life  insur- 
ance, he  thought,  to  provide  cash  to  settle  his  estate  and  additional  insur- 
ance for  his  family.  The  foremen  were  competent  men  who  could  handle 
things  until  the  executor  could  find  a  satisfactory  buyer. 
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The  underwriter  asked,  "If  you  died  at  a  time  when  business  was 
depressed,  might  it  not  be  hard  to  find  a  buyer?  Is  it  possible  that  your 
family  might  be  forced  to  try  to  run  the  factory?  Or  might  the  property 
be  sold  to  someone  who  would  move  the  business  to  some  other  place, 
as  sometimes  happens?  If  so,  what  would  become  of  these  men  and 
women  who  are  workmg  for  you? 

"In  a  way,  you  are  the  father  of  the  village.  Your  factory  is  the  liveli- 
hood of  the  community.  If  your  business  went  out  of  existence,  what 
would  these  good  people  do  for  a  Hving?  Many  of  them  own  their  homes. 
What  a  dilemma  they  would  face:  Their  homes  are  here.  The  only  way 
they  could  find  work  would  be  to  move  away.  What  then  would  happen 
to  their  homes,  which  may  be  their  chief  or  only  assets?" 

The  sequel  of  this  conversation  was  a  series  of  conferences  with  the 
life  underwriter,  the  president  of  the  Uttle  bank,  a  lawyer,  and  a  trust 
officer  of  a  bank  in  the  nearest  city.  Following  these,  a  series  of  con- 
ferences with  the  foremen  and  several  other  key  workers  of  the  factory. 

As  a  result,  a  plan  was  worked  out  by  which  at  the  death  of  the 
owner  the  property  would  be  transferred  to  a  corporation  whose  stock- 
holders would  be  the  foremen  and  other  workers.  The  agreed  purchase 
price  payable  to  the  heirs  would  be  provided  by  insurance  on  the  life 
of  the  owner.  The  premiums  would  be  paid  jointly  by  these  future  stock- 
holders and  by  the  owner,  whose  share  of  the  payments  would  be  a  contri- 
bution by  him  to  perpetuation  of  the  business  for  the  benefit  of  the  village, 
where  three  generations  of  his  family  had  prospered;  and,  also,  of 
course,  assurance  that  his  family  would  receive  a  fair  price  for  the  busi- 
ness. 

An  example  of  the  possible  tragic  consequences  to  a  community 
when  its  chief  business  moves  away,  is  the  following  experience  told  us 
by  a  lady  who  grew  up  in  a  New  Hampshire  town.  She  said  that  for  ten 
years  there  was  great  hardship  among  the  people  when  their  cotton 
textile  mill  was  moved  south  to  be  near  the  source  of  raw  material.  Only  a 
few  families  moved  with  the  business.  Most  of  them  chose  to  remain 
where  generations  of  their  families  had  had  their  homes  and  worked  in 
this  factory.  Gradually  other  industries  came  to  occupy  the  old  buildings. 
In  the  meantime  there  was  much  suffering  and  privation. 
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Get  All  the  Facts 


IF  an  estate  plan  turns  out  to  be  in  some  respect  unsatisfactory,  the 
deficiency  may  be  due  to  either  or  both  of  the  following:  ( 1 )  the  lack, 
at  the  outset,  of  one  or  more  facts  or  items  of  information  essential  to  the 
development  of  the  plan  and  (2)  a  lack  of  sufficient  experience  on  the 
part  of  the  estate  planners. 

The  final  responsibility  for  the  adequacy  of  an  estate  plan  rests  with 
the  lawyer  who  draws  up  the  legal  instruments.  Many  life  underwriters 
who  practice  estate  planning  customarily  work  with  a  lawyer  who  special- 
izes in  the  drafting  of  wills,  trusts,  business  agreements,  and  complete 
estate  plans.  But  sometimes  a  client  employs  his  own  lawyer,  which  is 
advisable  only  if  the  attorney  has  had  considerable  experience  in  these 
matters.  A  list  of  attorneys  who  specialize  in  estate  work  can,  no  doubt, 
be  obtained  from  a  trust  company. 

It  may  seem  too  obvious  to  deserve  mention  that  the  first  step  is 
to  get  the  facts — all  the  facts,  without  exception,  that  might  have  a 
bearing  on  any  aspect  of  the  total  problem — as  to  the  family,  the  busi- 
ness and  investment  situations,  financial  obligations,  etc.  For  want  of  one 
bit  of  information,  an  estate  plan  might  be  lacking  in  some  essential 
detail.  This  should  be  made  clear  to  the  client  at  the  very  outset,  so  that 
he  will  be  open  and  fully  cooperative  in  volunteering  information  and 
answering  questions. 

The  responsibility  for  assembling  the  facts  rests  equally  with  the  life 
underwriter,  the  lawyer,  and  the  client.  The  lawyer  and  the  underwriter 
would  do  well  to  have  several  check  lists;  lists  of  questions  to  ask  the 
client — one  list  relating  to  the  family  situation;  another,  to  investments; 
and  others,  to  life  insurance,  business  interests,  liabilities,  the  client's 
ideas  as  to  what  he  considers  desirable  or  necessary  in  the  distribution  of 
his  properties,  etc. 

To  illustrate  the  necessity  of  probing  for  complete  details,   the 
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estate  planners  should  learn  as  much  as  possible  about  each  member  of 
the  family — their  ages  and  health,  their  special  interests,  the  education, 
talents  and  aptitudes  of  the  children.  Does  the  wife  have  an  independent 
income?  Has  the  husband  or  wife  any  prospect  of  a  substantial  inherit- 
ance? How  about  their  parents,  their  ages  and  health?  Is  he  responsible 
for  their  support  or  for  the  support  of  any  of  his  wife's  brothers  or 
sisters  or  other  relatives,  such  as  a  widowed  aunt?  If  so,  what  does  it 
cost  him?  And  so  on. 

We  have  given  only  quite  simple  examples  of  the  need  for  an  estate 
plan.  In  many  cases  the  situation  and  the  solution  are  very  complicated. 
For  training  in  estate  planning  and  for  assistance  to  the  agent  in  dif- 
ficult cases,  some  life  insurance  companies  maintain  a  special  department 
of  estate  planning,  staffed  by  competent  estate  planners. 
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Life  Insurance  Living  Trusts 


UNLESS  it  is  desired  to  provide  for  discretionary  decisions  in  the  ad- 
ministration of  the  proceeds  of  life  insurance  poHcies,  the  optional 
settlements  will  usually  be  the  most  satisfactory  income  plans  for  the 
average  family.  The  life  insurance  company  makes  no  additional  charge 
for  the  service  of  administering  the  life  insurance  estate  under  its  optional 
settlements. 

There  is  no  other  plan  by  which  the  same  degree  of  security  for  the 
payment  of  income  to  a  beneficiary  can  be  obtained.  The  income  is 
guaranteed  for  a  period  of  years  or  for  life,  as  may  have  been  specified 
in  the  settlement  agreement. 

It  may  occur  to  a  policyowner  that,  if  the  policy  proceeds  were  paid 
in  a  lump  sum,  they  could  be  placed  in  good  investments  of  a  higher  yield 
than  the  more  conservative  securities  to  which  the  life  insurance  company 
is  limited  by  law. 

No  doubt,  as  a  rule,  he  is  thinking  chiefly  of  common  stocks  of  sound 
companies  and  perhaps  a  sprinkling  of  bonds  and  preferred  stocks,  and  of 
the  fact  that  some  common  stocks  increase  in  value  over  the  years  with  a 
resulting  increase  in  dividend  returns. 

But,  he  remembers,  there  are  risks  inherent  in  such  a  plan,  especially 
if  the  money  is  to  be  managed  by  persons  who,  like  most  widows,  have  had 
no  successful  investment  experience.  So,  he  thinks,  if  his  life  insurance  is  to 
be  paid  in  a  lump  sum,  it  should  have  professional  care.  In  a  trust  with  a 
trust  company  some  risks  of  loss  could  easily  be  avoided  and  other  risks 
substantially  reduced. 

Also,  he  thinks,  he  would  hke  to  have,  as  it  were,  a  successor  to  him- 
self as  the  financial  head  of  his  family,  one  who  was  experienced  in  han- 
dling business  matters  for  widows  and  children.  He  now  uses  his  discretion, 
or  judgment,  in  apportioning  his  income  among  the  members  of  his  family 
according  to  their  varying  requirements.  It  would  be  a  comfort  to  have  a 
reliable  representative  to  whom  he  could,  with  some  confidence,  delegate 


Life  and  Life  Insurance  186 

discretionary  powers  to  make  payments,  after  his  death,  to  various  bene- 
ficiaries according  to  changing  needs. 

To  a  trustee  he  could  dictate  the  broad  terms  of  an  agreement  for 
the  benefit  of  his  family  but  leave  the  trustee  free  to  act  within  the  frame- 
work of  general  provisions  as  seemed  in  the  best  interests  of  the  family  in 
particular  situations.  For  example:  to  pay  equal  shares  of  the  trust  in- 
come to  each  of  two  children.  But  if,  from  time  to  time,  one  should  have 
the  greater  need  for  income,  especially  in  some  emergency,  to  pay  to 
that  one  a  larger  share  of  the  income  (and  less  to  the  other  one)  as  the 
father  himself  might  have  done  had  he  been  living. 

Or,  if  in  the  judgment  of  the  trustee,  because  of  illness  or  for  any 
other  reason,  the  mother  should  need  more  income  than  the  share 
specified  for  her,  then  at  the  trustee's  discretion  a  portion  or  all  of  the 
children's  shares  is  to  be  paid  to  the  mother,  according  to  her  need. 

It  may  occur  to  a  father  of  two  young  daughters  that  one  might 
marry  a  high-salaried  executive  while  the  other's  husband  might  be  one  of 
the  great  majority  who  earn  only  a  fair  living.  The  trustee  could  be 
authorized,  at  his  discretion,  to  pay  a  much  larger  share  of  the  income,  or 
even  aU  of  it,  to  the  daughter  who  had  the  greater  need. 

Another  thing:  There  might  be  years  in  which,  because  of  a  long 
illness  or  some  other  emergency,  the  family's  necessary  expenses  exceeded 
their  income.  A  trust  company  could  be  authorized,  at  its  discretion,  to 
pay  such  excess  out  of  principal. 

A  life  insurance  trust  is  one  into  which,  at  death,  life  insurance  pro- 
ceeds are  paid,  to  be  invested  by  the  trust  company  for  the  benefit  of  the 
family  as  set  forth  in  a  trust  agreement.  Usually,  the  agreement  does  not 
specify  the  stocks  or  bonds  of  any  particular  companies  and  this  is  as 
it  should  be,  for  the  future  is  too  uncertain.  The  trust  company  should  be 
given  discretion  as  to  the  purchase  or  retention  of  investments,  perhaps 
within  certain  categories.  The  possibility  of  loss  might  be  very  great  if 
the  company  were  bound  to  the  ownership  of  the  stocks  or  bonds  of 
specific  companies. 

The  trust  company  is  the  trustee;  the  policyowner  is  the  creator  or 
grantor  or  settlor  of  the  trust;  his  family  are  the  beneficiaries  of  the  trust. 
For  convenience,  we  shall  refer  to  the  grantor  as  the  husband  and  to  the 
beneficiaries  as  his  wife,  or  widow,  and  his  children  ("his"  children,  for 
there  might  be  children  by  more  than  one  marriage) . 

Usually  the  life  insurance  trust  should  be  a  living  trust  and  not  a 
testamentary  trust  (estabhshed  by  will).  The  living  trust  becomes  effec- 
tive during  the  husband's  lifetime  and  continues  after  his  death.  A  testa- 
mentary trust  would  not  go  into  effect  until  after  his  death  and  after 
probate  of  his  will. 
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The  husband  fills  out  and  signs  a  form  letter  to  the  life  insurance 
company,  or  companies,  changing  the  beneficiary  of  his  policies  and 
naming  the  trust  company  as  the  new  beneficiary  to  receive  the  policy 
proceeds  for  the  benefit  of  his  family.  He  deposits  his  policies  with  the 
trust  company.  Some  life  insurance  companies  require  a  copy  of  the 
trust  agreement. 

A  living  trust  may  be  revocable  or  it  may  be  irrevocable.  If  it  is 
irrevocable,  the  husband  has  renounced  all  control  over  the  trust — cannot 
alter  or  amend  or  terminate  it.  The  irrevocable  form  of  trust  is,  relatively, 
rarely  used.  Yet  in  some  instances  it  may  have  advantages.  For  example, 
a  man  who  makes  liberal  income  allowances  to  his  wife  and  daughter  and 
expects  to  continue  them  permanently,  can  (under  the  present  law)  ef- 
fect income  and  inheritance  tax  savings  by  placing  the  necessary  principal 
for  each  in  an  irrevocable  trust  (paying  only  a  gift  tax);  also,  if  he  Hves 
at  least  three  years  after  the  effective  date  of  the  trusts  a  saving  on  the 
estate  tax.  For  now  there  are  three  separate  estates  and  each  of  them  is 
in  a  lower  tax  bracket  than  the  original  single  estate. 

Though  it  may  be  the  intent  of  the  husband  who  creates  a  revocable 
living  trust  that  it  shall,  as  provided  in  the  trust  agreement,  remain  in 
force  during  his  lifetime  and  his  widow's  lifetime  and,  until  the  last  of  his 
children  has  died,  he  reserves  the  right  to  alter  or  amend  the  agreement 
or  to  terminate  it. 

The  life  insurance  living  trust  may  be  funded  or  unfunded — that  is, 
the  husband  may  place  in  the  trust  cash  or  securities,  to  provide  for 
payment  of  premiums  on  the  policies,  in  which  case  the  trust  company 
will  thereafter  pay  the  premiums,  a  good  arrangement  if  the  husband  is 
away  from  home  for  long  periods. — Or,  he  may  continue  to  pay  the 
premiums  himself. 

As  soon  as  the  agreement,  drafted  by  a  lawyer,  has  been  signed  by 
the  husband  and  an  officer  of  the  trust  company,  and  the  trust  company 
has  been  named  as  beneficiary  of  the  policies,  and  they  have  been  de- 
posited with  the  trust  company,  the  life  insurance  living  trust  is  in  force. 

During  the  husband's  lifetime,  he  may  add  to  the  trust  other  life  in- 
surance policies  and,  indeed,  other  properties,  such  as  stocks  and  bonds 
and  real  estate  or  even  an  interest  in  a  business.  If  income  properties  are 
added  to  the  trust,  the  husband  may  arrange  for  the  income  to  be  paid  to 
himself  during  his  lifetime.  After  his  death  it  will  be  paid  to  the  bene- 
ficiaries. 

As  long  as  the  living  trust  remains  in  force,  properties  in  the  trust  are 
not  a  part  of  the  husband's  estate.  For  example,  if  the  trust  fund  includes 
any  real  estate,  local  tax  bills  are  sent  to  the  trust  company.  When  the 
property  was  placed  in  the  trust,  the  husband's  name  was  removed  from 
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the  tax  list.  If  he  terminates  the  trust  agreement,  as  he  has  the  right  to  do, 
the  properties  in  trust  are  returned  to  him  and  again  become  a  part  of  his 
estate. 

If  the  husband  dies  while  the  living  trust  is  in  force,  the  assets  of  the 
trust,  not  being  a  part  of  his  estate,  are  not  subject  to  probate,  with  all  the 
delays,  costs  and  publicity  incident  thereto.  But  for  purposes  of  taxation 
under  the  federal  estate  and  state  inheritance  laws,  the  trust  assets  (and 
other  properties  and  life  insurance)  must  be  included  in  the  tax  returns. 
So,  at  the  husband's  death  there  is  no  tax  saving  on  the  properties  in 
trust. 

However,  there  will  be  a  saving  on  federal  estate  taxes  in  such  situa- 
tions as  the  following:  A  certain  revocable  living  trust  agreement  provides 
( 1 )  that  the  income  of  the  trust  shall  be  paid  to  the  husband  during  his 
lifetime;  (2)  after  his  death  the  income  shall  be  paid  to  his  wife  until  her 
death;  (3)  after  her  death  the  income  is  to  be  disbursed  to  a  daughter 
for  life;  and  (4)  at  the  daughter's  death  the  principal  of  the  trust  wiU  be 
released  to  her  children,  share  and  share  alike,  or  if  there  are  no  children, 
to  her  estate. 

Let  us  see  what  the  federal  estate  taxes  will  have  been  when  the  wife 
has  survived  her  husband,  the  daughter  has  outUved  her  mother  and  the 
grandchildren  have  inherited  the  property  of  the  trust. 

At  the  husband's  death,  the  federal  estate  tax  was  paid  on  the  trust 
estate  (and  his  other  properties)  less  the  exemption  (in  1961)  of 
$60,000.  But  at  the  wife's  death  there  was  no  second  estate  tax  to  pay. 
The  wife  (and  the  daughter)  had  received  no  legal  rights  in  the  principal 
of  the  trust — only  the  income  from  it.  The  property  belonged  in  the  trust 
until  the  daughter's  death,  when,  after  payment  of  a  federal  estate  tax, 
the  remaining  principal  was  paid  to  the  daughter's  children,  or  to  her 
estate. 

If  the  trust  agreement  had  provided  that  the  principal  of  the  trust 
was  to  be  paid  to  the  wife;  and  if  she  had  bequeathed  the  principal  of  her 
estate  to  her  daughter,  then  it  would  have  been  necessary  to  pay  a  federal 
estate  tax  three  times  on  any  excess  over  the  exemption. 

The  trust  agreement  should,  as  previously  stated,  be  prepared  by  a 
lawyer  who  is  experienced  in  drafting  trust  instruments.  There  are  at- 
torneys who  specialize  in  wills  and  trusts.  A  list  of  such  lawyers  can,  no 
doubt,  be  obtained  from  a  trust  company  or  a  life  underwriter. 

When  a  husband  creates  a  trust,  he  would  be  weU  advised  to  have 
his  will  (disposing  of  any  assets  that  are  not  in  the  trust)  revised  by  the 
same  lawyer  who  prepared  the  trust  agreement.  And,  too,  in  his  will  it 
would  be  advisable  to  name  the  same  trust  company  as  executor  of  his 
estate  and  to  deposit  a  copy  of  the  wiU  with  the  company. 
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Common  Trust  Fund 


IN  weighing  the  pros  and  cons  of  setting  up  a  living  trust  to  receive  the 
proceeds  of  his  life  insurance,  a  man  might  say,  "I  am  sold  on  the  idea 
except  for  one  thing.  I  don't  like  the  fact  that  the  security  of  the  trust  fund 
would  depend  entirely  on  the  small  number  of  investments  that  could  be 
purchased  with  my  wife's  life  insurance  money. 

"In  a  life  insurance  company,  the  money  for  income  would  be 
mingled  with  the  company's  total  assets.  It  would  be  protected  by  all  the 
company's  investments,  hundreds  of  them.  Why  can't  a  trust  company 
offer  a  somewhat  similar  type  of  highly  diversified  investment?" 

Nowadays  there  is  such  a  plan  authorized  by  law  in  most  states,  but 
not  aU.  It  is  called  the  Common  Trust  Fund.  In  the  Common  Trust  Fund 
the  assets  of  a  large  number  of  individual  trusts  are  combined  in  one  in- 
vestment operation.  Instead  of  an  individual  trust  of,  say,  $50,000,  con- 
sisting of,  say,  only  ten  or  a  few  more  different  securities,  it  holds  $50,000 
worth  of  "units"  of  a  Common  Trust  Fund  of  millions  of  dollars  invested 
in,  perhaps,  a  hundred  or  more  bonds  and  common  and  preferred  stocks. 
These  are  of  high  quality,  as  prescribed  by  law,  though  not  so  conserva- 
tive as  the  legal  requirements  for  the  investment  of  life  insurance  funds, 
especially  as  to  the  ownership  of  preferred  and  common  stocks. 

The  investments  of  a  Common  Trust  Fund  are  diversified  not  only 
by  the  great  number  of  different  securities  but  also  in  other  ways:  by  types 
of  security — bonds  and  common  and  preferred  stocks;  by  kinds  of  enter- 
prise— financial  institutions  and  manufacturing,  merchandising  and  util- 
ity companies;  by  governments — federal,  state,  county  and  municipal; 
and  as  to  geographical  location — in  many  or  all  of  the  states  and  in  Can- 
ada. 

The  Common  Trust  Fund  is  audited  by  federal  and  state  authorities. 
There  is  a  legal  limit  to  the  amount  of  money  an  individual  trust  may  in- 
vest in  a  Common  Trust  Fund  for  one  beneficiary.  By  federal  and  state 
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laws,  the  usual  limit  to  the  same  beneficiary  in  one  trust  company  is 
$100,000.  If  it  is  desired  to  have  more  than  the  limit  invested  in  Common 
Trust  units  for  the  same  beneficiary,  it  would  be  necessary  to  establish 
a  separate  trust  in  another  trust  company. 

A  very  substantial  portion  of  the  assets  of  a  Common  Trust  Fund 
consists  of  common  and  preferred  stocks,  while  a  life  insurance  company 
is,  by  law,  usually  allowed  to  have  only  a  very  small  percentage  of  its  hold- 
ings in  stocks.  So,  the  income  yield  on  Common  Trust  shares  should  nor- 
mally be  considerably  larger  than  the  interest  rate  guaranteed  under  life 
insurance  settlements,  and  even  larger  than  the  total  life  insurance  in- 
terest rate  including  "excess  interest"  from  surplus  earnings.  But  Com- 
mon Trust  Funds  are  not  guaranteed  as  to  principal  or  a  minimum  of  in- 
come. 

The  individual  trust's  income  from  a  Common  Trust  Fund  is  a  per- 
centage of  the  net  income  of  the  fund.  For  example,  an  individual  trust 
of  $50,000  invested  in  a  Common  Trust  Fund  of  $10  million  would  re- 
ceive 1/200  of  the  total  net  income.  (We  might  say  that  in  such  a  case 
the  trust  would,  as  it  were,  own  1/200  of  each  of  the  large  number  of  in- 
vestments of  the  common  fund.)  Thus,  if  one  lives  in  a  state  where  a 
Common  Trust  Fund  is  available,  he  can,  by  authorizing  purchase  of  its 
units  for  his  trust  fund,  materially  increase  the  extent  of  its  investment 
diversification  and  security. 

Another  advantage  is  economy  of  administration.  Even  for  modest 
estates  of  $10,000  or  $15,000  or  more,  the  minimum  fees  for  Common 
Trust  Fund  administration  are  reasonable.  Thus  the  Common  Trust  Fund 
brings  the  advantages  of  trust  service  within  reach  of  the  small  estate 
owner,  as  weU  as  offering  him  more  security  than  he  could  get  by  hav- 
ing his  estate  stand  on  its  own. 

As  a  result  of  the  increase  in  the  use  of  the  Common  Trust  Fund, 
cash  sums  of  $10,000  or  more  created  by  life  insurance  for  emergency 
funds  and  educational  funds  are  often  paid  to  a  trust  company  to  be  ad- 
ministered under  a  fife  insurance  trust. 
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Personal  Trustees 


BEFORE  the  advent  of  the  incorporated  trust  company  and  the  trust  de- 
partments of  banks,  there  were  (and  still  are,  as  in  Boston)  a  few 
men  trained  in  the  law  and  in  investments  whose  business  was  largely  or 
entirely  the  management  of  estates  in  trust.  Some  of  them  had  developed 
substantial  organizations  capable  of  handling  the  business  of  many  large 
estates. 

Too  often,  however,  the  trustee  of  those  days  was  a  person,  often  the 
family  lawyer,  for  whom  the  management  of  a  trust  may  have  been  only 
a  side  Hne  and  who,  though  a  good  lawyer,  was  not  always  a  competent 
investor.  Also,  at  critical  times  he  might  be  absent  for  long  periods.  He 
might  have  a  protracted  illness.  He  might  prove  to  be  dishonest.  There 
have  been  instances  of  loss  of  income  and  impairment  of  principal  due  to 
all  such  causes.  "But,"  some  wit  has  said,  "the  trust  company  is  always 
on  the  job,  is  never  out  of  town,  never  laid  up  in  a  hospital."  It  is  audited 
by  federal  and  state  authorities. 

However,  there  may  be  an  advantage  in  naming  a  person  as  a  co- 
trustee to  act  in  cooperation  with  the  bank.  It  should  be  someone  who  is 
familiar  with  the  family's  situation;  perhaps  the  family  lawyer  or  a  rela- 
tive. Frequently,  there  is  more  than  one  co-trustee;  for  example,  a  rela- 
tive and  a  close  friend  of  the  family  or  two  members  of  the  family.  The 
co-trustee  may  often  be  of  great  assistance  to  the  trustee  in  deciding  what 
should  be  done  in  certain  circumstances. 

In  a  previous  chapter  it  was  suggested  that  a  widow  who  receives  a 
lump  sum  payment  of  her  husband's  life  insurance,  to  be  invested  for  in- 
come, would  do  well  to  place  her  funds  in  a  trust  company  for  the  better 
protection  of  herself  and  the  children. 

She  should  be  warned  not  to  appoint  a  person  as  her  trustee  and 
very  particularly  not  to  entrust  any  of  her  money  to  a  person  soliciting  the 
privilege  of  acting  as  her  trustee. 
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We  have  known  of  several  instances  in  which  women  have  lost  large 
sums  of  money  entrusted  to  persons  who  were  incompetent  investors  or 
who  used  the  assets  for  their  own  purposes,  frequently  in  some  kind  of 
speculation.  Their  spurious  defense?  They  "thought  they  could  increase 
the  value  of  the  trust."  Or  was  it  really  that  they  hoped  to  make  a  profit 
for  themselves  and  then  restore  the  money  they  had  taken  from  the  trust 
fund? 

We  knew  two  unmarried  sisters  in  their  fifties  whose  trustee  was  a 
younger  brother,  a  successful  business  man.  He  gambled  their  money 
away  in  the  stock  market.  Rather  than  face  the  music,  he  committed  sui- 
cide, which  settled  everything  for  himself,  but  availed  nothing  to  his  now 
penniless  sisters. 

We  think  of  another  case,  just  now  in  the  courts,  with  no  prospect  of 
any  restoration  to  the  widow.  A  lawyer,  a  friend  of  her  husband's,  it  turns 
out,  had  obtained  the  trust  accounts  of  several  women. 

And  there  is  the  lady  whose  inheritance  was  in  the  hands  of  an  old 
friend  whom  her  father,  in  his  will,  had  made  his  executor  and  trustee.  At 
first  the  daughter  received  a  comfortable  income.  Later  it  declined  to  such 
an  extent  that  she  had  to  work  to  eke  out  her  income.  She  admitted  that 
she  had  never  had  a  proper  accounting.  Friends  urged  her  to  demand 
one;  but  she  refused  on  the  grounds  that  this  gentleman  was  an  old  family 
friend;  her  father  trusted  him  and  she  knew  he  was  honest.  If  he  had  lost 
any  of  the  money,  "it  certainly  was  not  his  fault."  And  she  didn't  want 
any  scandal.  Friends  speculated  that  major  investments  had  turned  out 
badly  and  for  some  time  income  to  the  beneficiary  had  been  paid  out  of 
principal.  Eventually  there  was  nothing  and  the  lady  went  to  live  in  a 
church  home. 
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Trust  Services 


A  GOOD  example  of  the  personal  services  a  trust  company  may  render  is 
.  the  experience  of  a  widow  we  knew,  long  a  semi-invalid  and,  later, 
totally  incapacitated  for  some  years  until  her  death. 

The  trust  company  not  only  performed  the  usual  duties  in  the  man- 
agement of  her  funds,  paying  her  the  trust  income,  taking  care  of  her  taxes 
and  so  on,  but  while  she  was  still  able  to  travel,  it  made  all  arrangements 
for  her  winters  in  Florida  and  then,  later,  for  residence  in  a  nursing 
home.  As  she  had  no  relatives  living  near  enough  to  help  her,  the  trust 
company  attended  to  many  of  her  wants  that  required  errands  of  various 
kinds.  They  paid  all  her  bills.  At  times  they  allowed  her  withdrawals  of 
principal,  authorized  in  the  trust  agreement,  for  her  trips  to  Florida 
while  she  was  in  good  health,  and,  later,  for  the  large  bills  for  medical  and 
hospital  care.  One  day  she  said,  "The  folks  at  the  trust  company  are  the 
only  family  I  have  left." 


Summaries  of  a  few  provisions  of  a  certain  trust  agreement  will  il- 
lustrate some  of  the  personal  services  that  may  be  made  available  to  the 
maker  of  a  trust  and  his  beneficiaries. 

From  the  preamble,  which  outlines  the  provisions  to  be  stated  later 
in  detail:  The  husband's  "primary  objectives  in  creating  the  trust"  are 
"  ( 1 )  to  attain  for  himself  and  his  wife  a  high  degree  of  security  in  their 
later  years  in  the  management  of  their  property;  and  (2),  in  event  of  the 
husband's  inability  for  any  reason  to  act  for  himself  and  his  wife,  to  have 
the  trustee  act  in  his  stead  in  any  and  all  matters  of  business,  including 
any  business  connected  with  the  care  of  their  health;  and  (3)  in  the  event 
of  his  death  to  maintain  for  his  wife  a  home  as  long  as  she  lives  and  to  act 
for  her  in  other  matters  as  hereinafter  provided;  and  (4)  to  make  some 
provision  for  two  named  relatives;  and  (5)  finally  after  the  death  of  him- 
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self  and  his  wife,  and  other  beneficiaries,  to  provide  a  memorial  for  their 
son." 

Subsequent  paragraphs  contain  specific  instructions  for  carrying  out 
the  primary  objectives,  as  illustrated  by  the  following  summary  of  the 
provision  for  maintaining  a  home  for  the  wife  in  event  of  the  husband's 
death: 

"The  trust  company  shall  maintain  for  her  the  home  in  which  she 
was  living  at  the  time  of  her  husband's  death;  or,  if  she  prefers,  sell  this 
property  and  purchase  another  house  of  her  choice  and  within  her  means 
to  maintain,  or  rent  an  apartment  for  her  use;  or,  if  she  is  not  capable, 
maintain  a  house  or  apartment  for  her  as  seems  best  in  the  discretion  of 
the  trust  company;  or  if  she  becomes  an  invafid  and  cannot  afford  the 
domestic  help  and  nursing  care  that  she  would  require  in  her  home,  ar- 
range for  her  to  five  in  a  nursing  home,  ...  So  long  as  she  is  living  in 
a  house  or  an  apartment,  the  trust  company  is  to  see  that  it  is  protected 
not  only  by  fire  insurance  but  also  by  burglary  and  residential  liabiHty  in- 
surance, and,  so  long  as  she  owns  a  car,  arrange  for  her  to  have  auto- 
mobile hability  insurance  of  $100,000/$300,000  and  $10,000  of  cover- 
age for  property  damage."  Etc. 

The  charges  for  trust  services  are  reasonable.  There  are  standard 
rates  for  managing  the  trust  fund,  varying  according  to  the  amount  of  the 
fund.  Customarily  there  is  no  charge  for  time  in  conferring  with  co- 
trustees or  beneficiaries  on  trust  matters  at  offices  of  the  company  or  at 
their  homes.  And  there  would  be  only  nominal  charges,  if  any,  for  minor 
additional  services  such  as  paying  bills  or  taxes  for  an  invalid  beneficiary, 
or,  making  travel  arrangements  and  reservations  for  an  invalid  or  for 
residence  in  a  nursing  home. 

Additional  charges  for  special  services  requiring  a  good  deal  of  time 
would  depend  on  the  amount  of  work  to  be  done  and  the  time  required  to 
do  it.  A  case  in  point  is  an  invalid  who  wrote  a  book  for  which  negotia- 
tions with  a  publisher  were  conducted  by  the  trust  company,  necessitatmg 
conferences  with  the  author  and  correspondence  with  the  pubHsher. 
Another  instance :  The  necessity  of  sending  a  bank  representative  to  con- 
fer with  a  beneficiary  or  attend  to  some  business  for  her  at  a  distant  place. 
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One  Widow's  Two  Estates 


WHEN  a  neighbor,  a  widow  74  years  old,  told  us  she  had  an  income 
from  her  father's  trust  estate,  we  asked,  "When  did  your  father  die?" 

"Thirty-one  years  ago." 

"I  imagine  the  trust  has  saved  you  a  lot  of  worry  about  invest- 
ments." 

"It  certainly  has.  All  I  have  to  do  is  to  endorse  my  checks  from  the 
bank  and  deposit  them  in  my  checking  account.  Why  are  you  smiling?" 

"Because  that  is  just  what  we  always  say  about  an  income  from  a 
life  insurance  policy — that  all  the  widow  has  to  do  to  receive  her  life  in- 
surance income  is  to  deposit  her  checks  in  her  bank  account." 

This  lady  knows  from  experience  the  difference  in  effect  between 
a  trust  and  a  will.  She  inherited  her  husband's  estate.  She  said  it  took  her 
more  than  a  year  to  get  it  out  of  the  probate  court,  and  she  had  to  manage 
it.  Just  now  she  is  worrying  about  a  second  mortgage  she  took  some  years 
ago  as  an  accommodation  to  a  friend.  For  some  time  the  interest  has 
not  been  paid.  If  she  wanted  to  foreclose  she  would  have  to  acquire  the 
first  mortgage.  (It  is  easy  to  get  into  a  bad  situation  but  hard  to  get  out  of 

it.) 

She  said  the  income  from  her  father's  trust  was  paid  to  her  mother 
during  her  lifetime.  Then  to  herself  and  a  sister.  Since  her  sister's  death 
she  has  received  the  entire  income.  "And  when  I  die,"  she  added,  "the 
principal  of  the  trust  will  be  paid  to  my  daughter." 

We  suggested  that  when  she  dies  her  daughter  could  establish  a  living 
trust  to  receive  the  proceeds  of  her  grandfather's  trust  fund  and  arrange 
for  the  income  to  be  paid  successively  to  the  daughter  herself,  then  to  her 
daughter  and  finally  to  her  grandchildren,  the  principal  to  her  great-grand- 
children. 

"That  is,"  the  lady  said  "to  my  great-great-grandchildren — my 
father's  great-great-great-grandchildren." 
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We  said,  "Let's  do  a  little  figuring.  If  your  daughter  establishes  such 
a  Uving  trust  and  it  is  in  force  at  her  death,  then  your  father's  trust  fund 
would  have  provided  an  income  for  five  generations :  your  mother,  your- 
self, your  daughter,  her  daughter  and  daughter's  children,  and  the  prin- 
cipal would  go  to  your  father's  great-great-great-grandchildren — the  sixth 
generation." 

"Wouldn't  it  be  wonderful,"  we  said,  "if  your  father  could  know 
what  he  had  accomplished  for  his  family  by  the  simple  act  of  putting  his 
estate  in  trust  instead  of  leaving  it  for  them  to  manage  or,  unhappily,  to 
mismanage!" 

We  suggested  to  the  lady  that  she  might  do  well  to  arrange  a  living 
trust  for  herself  to  receive  the  property  from  her  husband's  estate  for  the 
benefit  of  herself,  her  daughter,  and  her  granddaughter. 

"One  thing  is  certain,"  we  said.  "The  trust  company  would  not  buy 
any  second  mortgages  for  you." 

"Oh,  I  wouldn't  do  that  again." 

"Experience  is  a  good  teacher,  isn't  it?  And  sometimes  you  pay  a 
very  high  price  for  the  lessons." 
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Have  You  Made  Your  Will? 


WHAT  is  to  be  said  here  about  wiEs  may  to  some  persons  seem  to  be 
too  simple  to  need  saying — merely  a  word  as  to  why  and  when 
everyone  who  owns  any  property  should  make  a  last  will  and  testament; 
also  a  few  examples  of  warning.  The  proof  of  its  importance  is  ( 1 )  that 
the  great  majority  of  property  owners  do  not  make  a  will;  (2)  that  in  view 
of  some  changes  in  the  family  situation  a  new  will  that  should  have  been 
made  to  replace  an  old  one  has  not  been  made;  and  (3 )  that  a  good  many 
testators  leave  a  will  which  the  court  declares  to  be  invalid  and  of  no  ef- 
fect because  of  failure  to  comply  with  some  provision  of  the  law  of  the 
state  in  which  it  was  made. 

In  such  cases,  the  result  is  often  a  gross  miscarriage  of  justice  to 
certain  heirs,  most  often  to  the  wife  of  the  deceased. 

The  time  to  make  a  will  is  now  while  you  are  in  good  health  and  able 
to  give  careful  thought  to  the  subject — alone  and  in  consultation  with 
your  lawyer  and,  perhaps,  also  your  wife.  Too  many  persons  who  mean 
to  make  a  will  keep  on  postponing  the  duty  and  eventually  die  intestate. 

Without  a  valid  will,  it  may  be  that  the  distribution  of  certain  pos- 
sessions, in  accordance  with  the  state  laws,  may  be  quite  different  from 
what  it  should  have  been  and  from  what  the  decedent  intended  and 
could  easily  have  provided  if  he  had  not  been  so  dilatory.  For  example,  a 
man  intends  to  leave  everything  to  his  wife.  But  if  he  does  not  so  specify 
in  a  will  (properly  drawn  and  witnessed  as  required  in  the  state  where  the 
will  is  made)  his  widow  may  be  shocked  and  perhaps  in  sore  need,  when 
she  learns  that  according  to  law  she  will  be  entitled  to  receive  only  a 
"widow's  portion"  of  her  husband's  estate. 


In  regard  to  the  witnessing  of  a  will,  we  recall  the  case  of  a  dis- 
tinguished lawyer  whose  home  was  in  a  state  where  only  two  witnesses 
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were  required.  Later  as  a  federal  judge,  living  in  another  jurisdiction, 
where  the  law  required  three  witnesses,  he  made  a  new  will.  Instead  of 
looking  into  the  law  of  the  new  jurisdiction  or  having  his  will  drafted  by 
a  local  lawyer,  he  wrote  it  himself,  as  he  had  previously  drafted  his  own 
and  hundreds  of  others.  He  had  it  signed  by  only  two  witnesses,  as  he 
would  have  done  in  his  home  state.  Not  long  afterwards  he  died  and  the 
probate  court  declared  the  will  invaUd  for  want  of  a  third  witness. 

Because  people  may  change  their  state  of  residence  over  the  years, 
many  lawyers  recommend  three  witnesses  for  all  wills. 


The  man  of  small  property,  as  well  as  those  who  are  wealthy,  should 
have  a  will — prepared,  of  course,  by  a  lawyer.  Indeed,  it  could  be  more 
necessary  for  the  man  of  small  means  to  have  a  will,  directing  the  distribu- 
tion of  his  property,  than  for  a  man  of  great  wealth.  For  example,  without 
a  will  the  widow's  portion  of  a  wealthy  man's  estate  might  be  ample  for 
her  needs,  while  the  widow  of  the  average  man  might  find  her  widow's 
portion  inadequate  even  for  very  simple  living. 

One  point  that  concerns  a  good  many  men  is  whether  their  homes 
should  be  in  their  names  or  in  their  wives'  names  or  in  joint  ownership. 
This,  too,  is  a  matter  that  should  be  discussed  with  a  lawyer  in  the  light  of 
experience  and  of  the  law  of  the  state  in  which  the  property  is  located. 
Depending  on  circumstances,  there  may  be  some  disadvantages  to  hold- 
ing property  jointly,  as  well  as  certain  advantages. 

There  are  persons  who  own  Httle  or  no  real  estate  or  other  invest- 
ments who  would  do  well  to  make  a  wiU  for  the  distribution  of  personal 
effects.  They  may  have  family  heirlooms  or  little  "treasures"  which  they 
would  like  to  leave  to  certain  relatives  and  friends  such  as  portraits  or  a 
few  fine  old  pieces  of  furniture,  pieces  of  jewelry  or  valuable  stamp  col- 
lections or  old  books.  It  would  be  a  comfort  to  themselves  and,  later,  a 
source  of  pleasure  and  "treasured  memories"  for  loved  ones  who  survived 
them,  if  they  would  bequeath  such  things  by  will.  Too  often,  in  the  absence 
of  a  win,  personal  effects  are  disposed  of  in  an  estate  sale  and  wind  up  in 
shops  where  they  are  sold  to  buyers  who  have  no  interest  in  or  even 
any  knowledge  of  the  family  of  the  deceased. 

The  writer  once  saw  in  an  old  book  shop  the  printed  genealogy  of  a 
family  he  had  never  heard  of — price  10  cents.  Thumbing  through  the 
book  and  reading  a  few  pages,  he  realized  that  here  was  a  record  of 
ancestors  who  had  been  important  persons  in  their  communities  in  early 
colonial  days.  This  Uttle  volume,  no  doubt,  had  been  one  of  many  books 
that  were  sold  in  the  setlement  of  an  estate.  That  is  where  the  old  book 
shops  get  many  or  most  of  their  books.  Somewhere,  perhaps,  was  a 
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branch  of  this  family  to  whom  their  genealogical  record  should  have 
been  given  during  the  decedent's  lifetime  or  bequeathed  by  will. 


The  best  advice  anyone  could  give  to  a  person  who  has  not  made  a 
will  providing  for  the  distribution  of  valuable  properties  or  certain  per- 
sonal effects  is,  without  delay,  to  make  a  list  of  the  things  to  bequeath  and 
the  names  of  the  persons  who  are  to  receive  them.  Then,  without  delay, 
take  the  list  to  a  lawyer,  and  spend  enough  time  with  him  to  make  clear 
what  you  want  to  cover  in  your  will  and  let  him  draft  it. 

It  is  vitally  important  to  give  the  attorney  all  the  facts  about  your 
estate — your  assets,  liabilities,  objectives,  and  desires  as  to  provisions  for 
your  heirs.  The  amount  and  types  of  property  involved,  tax  problems  and 
what  you  want  to  accomplish  must  be  considered  in  drafting  a  proper  will. 
Then,  under  your  lawyer's  guidance,  sign  the  will  in  the  presence  of  the 
number  of  witnesses  required  by  the  law  of  the  state  where  it  is  signed, 
(or,  perhaps,  in  any  case,  by  three  witnesses)  and  put  the  precious  docu- 
ment in  your  safe  deposit  box.  If  later  you  think  of  something  to  be  added 
or  a  change  that  should  be  made,  have  your  lawyer  prepare  a  new  will, 
or  a  postscript  called  a  codicil,  signed  by  you  and  properly  witnessed 
and  attached  to  your  will. 

Wives  as  well  as  husbands  should  itemize  bequests  they  wish  to 
make,  even  if  these  consist  only  of  personal  effects,  and  have  them  in- 
corporated in  a  duly  executed  wiU.  Anyone  who  will  prepare  a  list  of  all 
his  possessions  will  probably  be  surprised  to  find  that  the  value  of  what 
he  owns  is  greater  than  he  had  thought.  As  to  personal  effects,  they  would, 
of  course,  have  a  much  greater  value  to  persons  receiving  them  by  bequest 
than  to  some  one  who  obtains  them  by  purchase  from  the  estate. 


The  lack  of  a  will  could  deal  a  devastating  blow  to  the  widow,  clearly 
illustrated  by  the  experience  of  the  widow  of  Peter  Marshall,  beloved 
chaplain  of  the  United  States  Senate,  as  related  in  her  interesting  book. 
To  Live  Again,  published  by  McGraw-Hill  in  1957. 

She  says  that  her  husband  died  suddenly — intestate.  According  to 
the  law,  she  inherited  only  the  widow's  portion,  a  third  of  the  small  estate, 
the  balance  going  to  their  young  son.  She  had  to  apply  to  the  probate 
court  to  be  made  executrix  of  the  estate  and  guardian  of  her  child.  Each 
year  she  has  to  file  a  notarized  accounting  for  the  property  held  by  her  as 
guardian  for  her  son,  paying  a  small  fee  to  the  office  of  the  Registrar  of 
Wills.  In  the  light  of  her  experience,  Mrs.  Marshall  hastened  to  make  her 
will,  realizing  that  "the  tiny  sum  involved  in  making  a  will  might  some 
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day  save  many  times  that  amount  in  fees  for  dealing  with  quite  unneces- 
sary legal  technicalities." 

Not  long  ago,  a  New  York  newspaper  reported  that  a  distinguished 
playwright  had  died  leaving  a  holograph  will,  that  is,  a  will  in  his  own 
handwriting.  It  provided  that  his  third  wife,  who  survived  him,  should  in- 
herit the  entire  estate.  But  the  will  had  not  been  witnessed  and  was  de- 
clared by  the  probate  court  to  be  invalid.  According  to  the  law,  the  widow 
received  only  one  third  of  the  estate.  Two-thirds  was  distributed  to  the 
children  of  the  two  previous  marriages. 

From  a  pubUshed  statement  by  the  J.  K.  Lasser  Institute:  "It  is  esti- 
mated that  some  70  per  cent  of  all  Americans  who  own  property  die  in- 
testate." 

"Have  you  made  your  will?"  is  one  of  the  questions  that  some  life 
underwriters  ask  their  clients.  If  the  answer  is  "yes,"  they  inquire,  "Have 
you  recently  reviewed  or  revised  your  will?"  The  only  advice  they  give  is, 
"It  would  be  a  good  idea  to  see  your  lawyer  about  it."  Many  a  man  or 
woman  has  never  made  a  will  until  it  was  suggested  by  a  life  underwriter. 
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Life  Insurance  as  an  Investment 
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The  Life  Insurance  Scientist 


THERE  is  a  group  of  very  important  life  insurance  men  of  whom  the 
many  millions  of  policyowners  who  have  benefited  from  their  serv- 
ices are  hardly  aware — the  actuaries.  These  mathematical  experts  are 
dedicated  to  research,  facts  and  logic;  yet  they  are  men  of  imagination  as 
well  as  logical  thinkers. 

From  the  beginning  of  life  insurance,  it  is  the  actuaries  who  have 
had  the  grave  responsibihty  of  calculating  life  insurance  "futures."  This 
they  have  done  with  a  degree  of  accuracy  that  has  stood  the  test  of  two 
centuries  of  time.  It  is  to  their  inventive  talents  that  we  owe  the  develop- 
ment not  only  of  the  actuarial  science  of  life  insurance,  but  also  the  in- 
genious plans  of  life  insurance,  endowments,  annuities  and  pension  plans 
that  have  in  various  ways  assured  the  future  financial  security  of  so  many 
millions  of  men,  women,  and  children. 

We  don't  know  how  it  happened,  but,  though  no  nation  has  a  mo- 
nopoly of  the  actuarial  science,  the  Scots,  long  ago,  took  the  lead  in  train- 
ing flocks  of  young  actuaries  so  many  of  whom,  like  missionaries,  mi- 
grated to  work  in  foreign  lands.  Perhaps  they  had  a  special  aptitude  for 
this  profession,  as  they  had  for  their  invention,  the  ancient  and  honorable 
game  of  golf.  Scottish  actuaries  have  long  been  among  the  leaders  in  the 
extraordinary  development  of  life  insurance  in  the  United  States  and 
Canada. 

We  have  just  been  reading  a  little  book  of  95  pages  published  a  great 
many  years  ago  by  a  Scottish  actuary.  Our  copy  is  not  dated  and  contains 
no  copyright  notice.  But  its  old  age  is  apparent  from  the  author's  copious 
use  of  initial  capital  letters  for  common  nouns. 

The  author,  W.  A.  Robertson,  mentioned  earlier  in  this  book  (page 
6)  was  not  merely  an  actuarial  scientist.  He  had,  too,  the  human  touch. 
In  the  midst  of  long  tables  of  figures,  he  interpolated  remarks  that  sound 
like  a  life  underwriter's  convincing  points. 

Quite  modern,  too,  as  it  strikes  us  in  the  light  of  present-day  attacks 
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on  life-insurance-with-cash  values  by  some  "mutual  funds"  salesmen,  is 
Mr.  Robertson's  thesis,  with  proof,  that  in  addition  to  its  unique  service 
as  protection,  life  insurance  with  cash  values  is  a  profitable  long-term  in- 
vestment. It  compares  favorably  with  other  conservative  investments,  and 
it  is  unique  among  long-term  investments  in  that  its  cash  value  is  guar- 
anteed not  only  at  maturity  but  also  for  every  year  before  maturity.  It  is 
not  subject  to  market-price  changes. 

The  quite  modem-sounding  title  of  Mr.  Robertson's  book  is  Insur- 
ance as  a  Means  of  Investment,  with  special  reference  to  endowment  poli- 
cies. Some  of  the  author's  expressions  and  his  generous  use  of  capital 
letters  seem  to  us  charmingly  quaint  with  a  flavor  of  years  long  past.  Fol- 
lowing are  condensed  excerpts  from  the  book. 


Life  insurance,  he  says,  is  "the  most  perfect  form  of  Investment 
combined  with  the  most  perfect  form  of  Protection."  To  succeed  finan- 
cially as  a  "private  investor"  (one  who  buys  securities  of  various  kinds) 
a  man  "must  be  sure  of  living";  and  he  "must  make  no  bad  investment." 

With  hfe  insurance  a  man  "takes  no  risk;  neither  does  his  family." 
The  policy  with  cash  values  is  "profitable  to  himself  if  he  live  and  its  bene- 
fits to  his  dependents  are  incalculable  if  he  die."  And  "it  can  never  be  ob- 
tained more  cheaply  than  now." 

The  person  who  invests  in  "an  Investment  Assurance  will  obtain  the 
same  rate  of  interest  or  nearly  the  same  rate  of  Interest  [as  he  would  from 
Government  securities]  and  Protection  besides.'' 

One  "may  invest  in  a  high-class  Stock  or  Bond  with  Market  fluctu- 
ations. The  investor  in  an  Investment  Assurance  .  .  .  runs  no  risk  of  Mar- 
ket fluctuations;  and  he  has  the  Insurance  protection  .  .  .  while  the  ordi- 
nary Investor  carries  his  own  risk;  or,  to  put  it  more  truly,  the  dependents 
of  the  Investor  are  allowed  to  carry  the  risk  of  death  of  the  Investor." 

Life  insurance  companies  specialize  in  investments  and  "every  in- 
vestment passes  through  the  hands  of  men  who  are  daily  dealing  with  the 
subject  of  investment,  and  investment  alone";  and  "years  of  experienced 
judgment  are  behind  every  investment  that  an  Insurance  Company  makes 
...  a  skilled  expert  knowledge  .  .  .  which  the  individual  Investor  cannot 
hope  to  attain." 

A  policy  with  cash  values  is  "the  safest  Investment  that  is  open  to 
the  Investor  .  .  .  free  from  worrying  .  .  .  which  never  depreciates  in  value 
.  .  .  which  is  easy  to  understand,  .  .  .  involves  no  careful  study  of  the  vari- 
ous Investment  Lists  ...  is  the  only  form  of  Investment  which  enables 
one  to  create  an  Estate  straight  away." 

All  those  years  ago  Mr.  Robertson  described  the  benefits  of  busi- 
ness life  insurance  for  partners:  "Not  for  a  day  would  they  be  without 
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fire  insurance  .  .  .  But  what  about  the  very  much  larger  question" — loss 
through  the  death  of  a  partner — "often  do  we  see  a  business  practically 
ruined  by  the  death  of  one  of  the  partners." 

The  life  insurance  companies'  income  from  premiums  and  interest  is 
"much  more  than  sufficient  to  meet  all  demands;  and  through  the  steadi- 
ness of  their  income  they  are  never  forced  to  sell  investments  in  a  weak 
or  falling  market " 

In  regard  to  what  we  now  refer  to  as  the  economic  life  value  of  men 
and  women  at  work,  Mr.  Robertson  compares  the  value  of  business  prop- 
erty with  the  value  of  a  life:  "...  if  the  property  is  of  value  to  the  man  of 
business,  is  the  man  of  business  not  of  value  to  his  dependents?  Is  the 
man  of  business  not  the  property  of  his  dependents?" 

As  to  the  working  of  the  law  of  averages  in  life  insurance:  ".  .  .  the 
actuary  is  ignorant  in  regard  to  the  individual  risks,  but  is  certain  as  to 
the  working  out  of  the  average  of  the  risks." 

Medical  men  are  aware  of  the  fact  that  "a  tranquil  state  of  mind" 
is  an  "ally"  in  the  treatment  of  a  serious  illness.  But  how  can  a  sick  man 
have  any  peace  of  mind  if  he  is  "haunted  by  the  thought  that ...  his  death 
would  plunge  his  family  into  a  state  of  monetary  distress."  If  he  is  well- 
insured,  his  mind  is  relieved  "of  this  doubt  and  he  can  devote  a  tranquil 
energy  to  seconding  the  efforts  of  nature  and  his  Medical  Attendant,  both 
striving  to  restore  him  to  health." 

Mr.  Robertson  quotes  from  Lloyd  George  who  later  became  a 
British  Prime  Minister:  "The  contrary  of  the  vice  of. gambling  is  the  virtue 
of  thrift,  and  the  system  of  Life  Insurance  has  given  the  thrifty  man  an 
opportunity  of  practicing  his  virtue,  compared  to  which  the  stocking,  the 
small  mortgage,  and  the  savings  bank  are  but  clumsy  and  ineffective 
devices." 

Evidently  Mr.  Robertson  read  Charles  Dickens  from  whom  he  cites  a 
paragraph  we  quoted  in  a  previous  chapter  but  which  we  have  always 
liked  so  much  that  we  shall  repeat  it  here : 

"No  matter  what  may  be  the  object  of  your  solicitude — be  insured 
— whether  you  are  thinking  ...  of  comfort  and  competence  in  your  old 
age,  or  of  the  interests  of  wife  and  children  when  you  may  be  no  more,  or 
of  a  provision  for  your  boy  when  he  reaches  mature  age,  or  of  the  happy 
marriage  and  the  wedding  portion  of  your  little  daughter  one  day  to  be, 
you  hope,  a  blushing  bride,  now  a  tiny  prattling  fairy  of  two  or  three  years 
— never  mind  the  subject  matter — be  insured." 

In  the  following  chapters,  the  subject  of  Mr.  Robertson's  convinc- 
ing little  book  on  life  insurance  as  an  investment  will  be  considered  in 
comparison  with  a  "new"  plan  to  do  away  with  cash  value  life  insurance 
and  divert  substantial  amounts  of  life  insurance  premium  money  to  the 
purchase  of  other  securities. 
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AN  ill-advised  insurance  plan  has  been  propagandized  by  certain  sales- 
l\  men  of  investment  or  mutual  funds  companies.  Their  plan  is  de- 
signed to  substitute  for  "life  insurance  with  guaranteed  cash  values"  a  plan 
of  life  insurance  without  cash  values  (i.e.,  renewable  term  insurance) 
and  use  the  difference  in  premiums  to  buy  shares  of  an  investment  com- 
pany. They  refer  to  such  an  investment  of  the  "difference  in  premiums" 
as  a  "separate  cash  value."  Here  is  the  gist  of  the  salesman's  argument. 

K  you  buy  a  straight  life  policy,  your  cash  values  will  never  be 
greater  than  the  values  specified  in  the  policy. 

Under  this  new  plan,  instead  of  buying  the  high  premium  straight 
life  policies,  you  would  purchase  low  premium  term  insurance. 

For  a  substantial  amount  of  insurance,  the  difference  in  premiums 
could  amount  to  hundreds  of  dollars  annually. 

The  difference  would,  from  year  to  year,  be  used  to  build  up  a  cash 
value  fund,  separate  from  the  policy,  consisting  of  shares  of  a 
mutual  fund  of  millions  of  dollars  invested  largely  in  common  stocks 
selected  by  our  trained  and  experienced  financial  experts. 

These  shares  afford  a  broad  diversification  of  stocks  similar  to  the 
diversification  of  a  life  insurance  company's  bonds  and  other  invest- 
ments. 

And  due  to  the  gradual  increase  in  the  value  of  common  stocks,  as 
proved  by  past  experience,  the  value  of  your  mutual  fund  shares 
should  Ukewise  show  a  substantial  increase  over  the  years. 

Under  either  plan,  the  amount  of  life  insurance  and  your  annual  pay- 
ments would  be  the  same.  But  under  this  new  plan,  with  a  separate 
cash  value,  you  would  have  a  growing  investment  fund  that  should 
greatly  exceed  the  cash  value  of  a  straight  life  policy.  It  is  a  good 
hedge  against  inflation. 
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With  this  plan,  having  your  cash  value  separated  from  your  insur- 
ance, you  would  have  complete  control  of  your  investment  inde- 
pendently of  your  insurance.  You  could  borrow  on  it  without 
reducing  the  amount  of  your  protection  or  you  could  cash  it  without 
lapsing  your  policy. 

With  a  straight  life  policy,  in  event  of  death,  the  guaranteed  cash 
value  is  part  of  the  insurance  payment  to  your  beneficiary.  But  under 
this  new  plan  your  beneficiary  would  have  the  separate  cash  value 
in  addition  to  the  insurance. 

Perhaps  the  salesman  may  sum  up  by  suggesting  that  life  insurance 
with  cash  values  "is  a  poor  investment." 

Such  a  presentation  of  term  insurance  and  "separate  cash  values" 
omits  certain  important  facts  that  should  be  discussed  at  some  length. 
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Cash  Values 


THIS  is  the  second  time  in  the  memory  of  this  writer  that  it  has  been 
necessary  to  defend  the  straight  life  policy  against  the  proponents  of 
renewable  term  insurance  as  long-range  protection.  The  first  time  was 
more  than  a  half-century  ago  when  the  attack  was  led  by  various  renew- 
able-term organizations  whose  ignominious  failure  and  the  disillusion- 
ment of  their  policyowners  ended  the  first  war  on  life  insurance  with 
cash  values. 

While  we  regret  the  necessity  of  having  to  spend  our  time  (which 
should  be  available  for  other  uses)  in  defending  the  level-premium  sys- 
tem of  life  policies,  it  occurs  to  us  that  the  experience  has  afforded  us  a 
certain  advantage. 

Perhaps,  previously,  many  of  us  had  thought  of  cash  values  merely 
as  a  very  valuable  by-product  of  life  poUcies.  However,  put  on  the  de- 
fensive, we  have  re-examined  the  facts  and  now  realize  more  than  ever 
before  that  the  guaranteed  cash  values  are  a  prime  investment  for  sur- 
viving policyowners  the  majority  of  whom  will  five  to  old  age.  Thanks  to 
Mr.  M.  Albert  Linton,  this  has  been  demonstrated  in  print,  in  his  book 
How  Life  Insurance  Can  Serve  You,  published  by  Harper  &  Brothers. 

In  comparing  the  straight  life  policy  with  renewable-term-insurance- 
and-separate  cash  values,  Mr.  Linton  cites  an  interesting  case — a  man 
who  carried  term  insurance  for  30  years  and  let  it  lapse  (probably  be- 
cause the  annually  increasing  premium  had  become  too  great  a  burden). 
Within  a  year  after  the  lapse,  the  man  died.  His  son  found  the  policy 
which,  though  his  father  had  paid  the  premiums  on  it  for  30  years,  had 
no  value.  A  straight  life  poUcy,  upon  lapse,  would  have  been  kept  in  force 
automatically  by  the  extended  insurance  provision.  Or,  instead,  if  the 
owner  had  wished,  he  could  have  sold  his  poUcy  back  to  the  company  for 
a  large  profit  on  the  "difference  in  premiums"  paid  over  a  period  of  30 
years. 
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Mr.  Linton  shows  what  the  result  would  have  been  if  this  man  had 
bought  a  straight  life  policy  instead  of  renewable  term  insurance.  For  a 
$10,000  pohcy,  the  total  premiums  paid  during  the  30  years  would  have 
been  $5,350  for  the  straight  life  contract  or  $4,880  for  the  renewable 
term,  a  difference  of  $470. 

At  the  end  of  the  30-year  period  the  term  policy  had  no  value.  The 
straight  life  contract  would  have  had  a  cash  value  of  $4,910.  For  the  ad- 
ditional $470  (an  average  of  $15.67  a  year)  the  pohcyowner  could  have 
exchanged  his  policy  for  $4,910  in  cash! 
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Level  Premium  Plan  vs. 
Renewable  Term 


1IFE  insurance  with  cash  values  is  level-premium  insurance;  i.e.,  for  any 
J  age  at  which  a  policy  is  issued  the  annual  premium  is  the  same  every 
year  during  the  premium  payment  period  of  the  policy  contract  (unless 
reduced  by  dividends).  The  straight  Ufe  policy  is  a  level-premium  policy. 

Life  insurance  "with  separate  cash  values"  is  renewable  term  insur- 
ance, renewable  annually  or,  say,  every  5  or  10  years,  at  a  higher  rate,  in- 
creasing with  age — following  the  pattern  of  the  increasing  mortality  rate. 
At  any  given  age,  say  age  30,  the  initial  term  insurance  rate  is  consider- 
ably lower  than  the  level  premium  for  a  straight  life  policy  issued  at  the 
same  age.  However,  in  the  later  years,  while  the  level  premium  remains 
the  same  as  it  was  in  the  beginning,  (at  age  30)  the  term  insurance  rate 
continues  to  increase  at  each  renewal  until  it  is  higher  than  the  level  pre- 
mium for  age  30,  and  is  eventually  so  much  higher  that  for  most  persons 
it  is  felt  to  be  prohibitive. 

Comparing  the  level  premium  of  a  straight  Ufe  policy  and  the  pro- 
gressively increasing  term  insurance  rates,  we  may  think  of  the  straight 
life  premium  as  an  average  of  the  renewable  term  premiums,  higher  in 
the  earlier  years  but  in  time  much  lower  than  the  term  rates. 

In  the  earlier  years  of  level  premium  policies  the  total  of  a  com- 
pany's level  mortality*  premiums  on  their  policies  exceeds  the  require- 
ments for  the  death  claims.  In  the  later  years  the  death  claims  exceed  the 
premium  collections.  During  the  earlier  years  the  excess  of  level  mortality 
premiums  over  the  amounts  required  for  current  death  claims  (according 
to  the  mortality  table)  is  accumulated  at  compound  interest  as  a  policy 
reserve  that  will  in  the  later  years  make  up  the  deficiency  of  the  annual 
level  premiums. 

*  The  premium  paid  by  the  policyowner  includes  the  mortality  premium  for  death 
claims  and  a  "loading"  for  expenses  and  contingencies. 
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Compound  interest  decreases  the  cost  of  insurance  to  the  policy- 
owner and  increases  the  cash  value  of  his  policy. 

The  renewable  term  premium  rates  are  calculated  to  provide  only 
for  the  cost  of  mortality  and  business  expenses  and  something  for 
contingency  surplus  but  do  not  include  an  addition  to  build  up  a  policy 
reserve  (and  hence  the  cash  values)  as  is  required  for  straight  life  policies. 


To  revert  to  the  previous  attack  on  level  premium  insurance:  The 
"new  idea"  that  life  insurance  companies  should  substitute  for  straight 
life  policies  renewable-term-insurance  with  "separate  cash  values,"  is  so 
old  that  only  very  elderly  persons  can  recall  that  more  than  half  a  century 
ago  it  was  promoted  with  enthusiasm  by  theorists  who  later  learned  to 
their  sorrow  that,  in  practice,  it  wouldn't  or  didn't  work. 

Renewable  term  insurance  as  a  general  substitute  for  straight  life 
was  adopted  and  later  abandoned  by  "assessment"  companies  and  "fra- 
ternal insurance"  organizations  of  various  lodges.  But  the  greatest  fail- 
ure of  all  was  a  New  York  company,  the  Provident  Savings  Assurance 
Society.  Its  collapse  was  a  financial  scandal  that  rocked  the  insurance 
world. 

The  only  good  result  of  this  costly  failure  was  the  dramatic  confir- 
mation of  the  contention  of  the  old-line  companies  that  the  level  pre- 
mium plan  of  whole  life  policies  was  the  only  reliable  system  of  insuring 
for  life. 

For  some  years  the  renewable-term  sponsors  had  seemed  to  be 
prospering,  issuing  millions  of  new  insurance  and  paying  claims  as  they 
fell  due.  The  writer  recalls  the  keen  rivalry  of  these  "cheap  rate"  organi- 
zations that,  until  experience  caught  up  with  them,  made  the  job  of  selling 
straight  life  poUcies  much  more  difiicult  for  agents  of  the  old-line  com- 
panies than  it  was  after  the  competition  had  been  ehminated  by  the  fail- 
ures. 

In  the  end,  thousands  of  policyowners,  who  had  been  "assured"  that 
the  new  plan  would  give  them  permanent  protection  much  more  eco- 
nomically than  the  old  straight  life  plan,  were  utterly  disillusioned,  and 
the  so-called  cheap-rate  plan  passed  into  history  as  an  example  of  a 
theory  that  could  not  stand  the  test  of  experience.  Now,  a  half-century 
later  when  the  failure  of  the  "cheap-rate"  plan  has  been  forgotten,  a  new 
generation  of  theorists  are  beating  the  drums  for  a  revival  of  the  old  fal- 
lacy. 

In  their  panic,  when  the  officers  of  the  Provident  Savings  Society 
realized  that  they  were  in  serious  trouble,  they  threw  their  cherished 
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theories  overboard  and  tried  to  stem  the  tide  of  failure  by  issuing  level 
premium  policies.  But  it  was  impossible  to  add  enough  whole  life  and 
endowment  insurance  in  time  to  adjust  their  average  death  rate  to  the 
standard  of  the  mortality  table.  The  old-line  companies  are  still  in  busi- 
ness (several  now  more  than  a  hundred  years  old).  They  foresaw  the 
fallibility  of  renewable  term  insurance  as  a  substitute  for  straight  life 
and  held  to  the  level-premium  plan. 

After  the  failure  of  the  "cheap-rate"  plan,  some  fraternal  insurance 
organizations  switched  to  level  premium  insurance;  that  is,  life  and 
endowment  policies  with  cash  values  (and  limited  term  insurance). 
These  fratemals  are  now  described  as  "Legal  Reserve  Fraternal  Insur- 
ance Societies,"  which  means  that  they  operate  in  accordance  with  the 
provisions  of  the  state  insurance  laws  as  to  premiums,  reserves,  and  cash 
values  that  also  apply  to  the  old-line  companies. 

It  seems  strange  that  these  promoters  of  the  "cheap-rate"  plan 
(honest  men  dedicated  to  the  purpose  of  providing  life  insurance  protec- 
tion at  the  lowest  possible  cost)  did  not  consider  these  facts:  (1)  that 
at  the  older  ages  the  renewable  term  rates  would  necessarily  be  so  high 
that  a  great  many  policyowners  would  consider  them  prohibitive  and 
would  let  their  policies  lapse;  (2)  that  those  who  dropped  out  would  no 
doubt  be  persons  who  were  in  good  health;  (3)  that  this  would  leave  a 
group  of  older  persons  who  were  more  or  less  ill  and,  therefore,  if  pos- 
sible would  want  to  keep  their  insurance  in  force;  (4)  that  the  death  rates 
for  the  remaining  group  of  impaired  Uves  would  inevitably  be  much 
higher  than  the  mortality  rates  on  which  the  premiums  had  been  based; 
and  (5)  that  consequently  the  company's  premium  income  would  not  be 
sufficient  to  pay  its  death  claims. 
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The  Versatility  of  Cash 
Value  Insurance 


EXCEPT  for  certain  short-term  needs  such  as  money  to  pay  off  a  loan 
I  or  to  provide  extra  income  for  his  wife  during  the  dependent  period 
of  young  children,  the  average  man  wants  permanent  insurance  to  protect 
his  wife  and  his  estate.  For  ( 1 )  according  to  mortality  statistics  the  prob- 
ability of  his  predeceasing  his  wife  is  greater  than  the  probability  that  she 
will  die  first;  and  (2)  it  is  certain  that  at  his  death  his  estate  will  be  legally 
subject  to  deductions,  which  must  be  met  and  usually  can  be  offset  only  by 
life  insurance.  (Also  in  the  long  run,  as  can  easily  be  demonstrated, 
permanent  life  insurance  is  much  more  economical  than  renewable-term 
insurance.) 

Incidentally,  one  should  be  interested  in  the  following:  On  the 
average,  for  100  persons  each  of  whom  buys  a  $10,000  straight  life 
policy  at,  say,  age  25,  there  will  be  38  deaths  before  65*  and  $10,000 
will  be  paid  to  each  of  38  beneficiaries;  but  62  of  the  100  will  live  to  age 
65  when  every  $10,000  policy  will  have  a  guaranteed  cash  value  of  about 
$6,000.  So,  anyone  who  at  age  65  found  that  he  needed  some  extra  cash 
more  than  he  needed  to  continue  his  insurance  could  exchange  his  policy 
for  about  $6,000  in  cash. 

A  $100,000  straight  life  policy  issued  at  the  same  age,  after  pro- 
viding $100,000  of  protection  for  40  years,  would  have  a  cash  value  of 
about  $60,000  at  age  65. 

Here  is  an  example  of  net  cost,  to  age  65,  of  a  $10,000  straight  life 

policy  issued  at  age  25  by  a  nonparticipating  company  (that  pays  no 

dividends  to  policyowners) : 

Annual  premium  for  a  $10,000  policy  $    131.60 

Total  premium  payments  for  40  years  5,264.00 

Guaranteed  cash  value  at  age  65  5,850.00 

Net  cost  of  $10,000  policy  for  40  years  -586.00  (gain) 

Net  cost  per  $1,000  for  40  years  -58.60  (gain) 

Annual  net  cost  per  $1,000  -1.47  (gain) 

*  According  to  CSO  1941  Mortality  Table 
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(Under  participating  policies  that  pay  dividends,  the  premium  rates  | 
would  be  a  Uttle  higher,  the  cash  values  larger,  and  the  net  cost  some- 
what lower. ) 

On  the  other  hand,  if  one  had  bought  in  the  same  company  at  age  25 
a  $10,000  five-year  renewable  term  policy  and  kept  it  in  force  to  age  65, 
he  would  have  paid  in  premiums  a  total  of  $5,119.50,  but  the  policy 
would  then  have  had  no  cash  value. 

Since  the  poUcyowner  wants  permanent  insurance  to  protect  his 
wife  or  his  estate  in  any  event,  he  wants  to  be  assured  that  in  any  event' 
his  poUcy  will  be  kept  in  force;  and  there  is  the  possibility  that  over  a  long 
period  of  years,  like  many  other  policyowners,  he  might  neglect  to  pay  a 
premium — during  an  illness  or  a  long  absence  from  home  or  just  because 
it  was  forgotten.  Under  the  plan  of  renewable  term  insurance  and  separate  i 
cash  values,  if  he  fails  to  pay  a  premium  within  the  prescribed  time  limit, 
the  insurance  protection  is  terminated,  even  though  he  may  have  been; 
paying  premiums  for  many  years. 

However,  with  a  life  (or  endowment)  policy,  if  the  poUcyowner  for-j 
gets  to  pay  a  premium,  then  without  any  action  on  his  part  his  guaranteed  i 
cash  value  will  be  automatically  appUed  to  the  purchase  of  "extended  in-| 
surance"  for  a  specified  period — ^for  the  same  amount  as  before  the  poHcyj 
lapsed.*  Depending  on  how  long  the  poUcy  had  been  in  force,  the  ex-^ 
tended  insurance  may  run  for  a  considerable  term  of  years  as  will  be 
presently  illustrated. 

Every  year,  due  to  oversight,  there  are  thousands  of  poHcyowners 
whose  poUcies  lapse  for  nonpayment  of  premiums.  A  man  we  knew  of. 
while  on  a  long  business  trip  to  the  Orient,  neglected  to  pay  a  due  pre- 
mium on  a  $50,000  straight  life  policy  that  had  been  in  force  only  a  few 
years.  He  died  in  China  some  months  after  his  policy  had  lapsed;  but 
the  face  amount  of  his  poUcy,  $50,000,  was  paid  to  his  widow.  Accord 
ing  to  the  terms  of  the  contract,  when  the  policy  lapsed  the  guaranteed 
cash  value  was  automatically  applied  to  continue  the  $50,000  face 
amount  of  the  pohcy  as  extended  insurance  for  a  period  of  years. 

If,  instead  of  his  life  insurance  with  guaranteed  cash  values,  he  had 
had  $50,000  of  renewable  term  insurance  with  "separate  cash  values,"  his 
widow  would,  of  course,  not  have  received  a  penny  from  his  lapsed 
policy.  She  would  have  had  only  the  relatively  small  value  of  the  invest- 
ment shares  representing  the  "separate  cash  value" — perhaps  less  than 
$5,000. 

Every  year  there  are  thousands  of  cases  in  which  the  full  face 

*  In  many  companies,  if  the  policyowner  had  applied  for  the  "automatic  premiiur 
loan,"  then  instead  of  lapsing  and  running  as  extended  insurance,  the  policy  with  z' 
cash  value  would  be  kept  in  force  by  the  automatic  use  of  the  policy's  loan  value- 
to  pay  a  premium. 
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amount  of  a  policy,  kept  in  force  either  by  an  automatic  premium  loan 
or  as  extended  insurance,  has  been  paid  to  the  beneficiary  because  the 
policy  was  "life  insurance  with  guaranteed  cash  values." 

Illustration  of  extended  insurance  periods:  In  a  certain  participating 
company,  under  a  $10,000  straight  life  policy  issued  at  age  35,  the  cash 
value  would  provide  extended  insurance  for  the  full  $10,000  as  follows — 
for  three  years  and  280  days  after  payment  of  only  two  annual  premiums; 
for  1 1  years  and  20  days  after  payment  of  five  annual  premiums;  or  for 
15  years  and  313  days  after  payment  of  ten  annual  premiums. 

Thus,  having  become  insured  at  age  35  and  paid  premiums  for  10 
years,  to  age  45,  if  the  policyowner  allowed  his  policy  to  lapse  he  could, 
without  paying  any  more  premiums,  still  be  insured  for  $10,000  to  age 
60,  when  probably  aU  his  children  would  be  grown  and  self-supporting. 

Within  a  specified  period  of  months  following  default  in  a  premium 
payment  and  the  beginning  of  the  extended  insurance,  the  policyowner 
may  (1)  surrender  the  pohcy  in  exchange  for  its  guaranteed  cash  value  or 
(2)  he  may  use  the  cash  value  to  purchase  a  reduced  amount  of  insur- 
ance fully  paid  up  for  life  or  to  the  end  of  an  endowment  period. 

In  certain  situations,  the  paid-up  insurance  option  may  be  con- 
sidered more  important  than  the  use  of  extended  insurance.  This  is  espe- 
cially true  of  policies  that  have  been  in  force  for  a  good  many  years.  In 
an  article  pubhshed  by  the  New  York  World-Telegram,  Faye  Henle  used 
an  example  of  paid-up  insurance  in  demonstrating  the  superiority  of  a 
straight  life  policy  as  compared  with  term  insurance.  He  wrote:  "Re- 
cently, I  heard  of  a  man  whose  $100,000  term  insurance  was  washing  out 
because,  on  his  retirement  pay,  he  could  no  longer  afford  the  premiums. 
If  he  had  bought  a  straight  life  contract,  at  65  he  could  have  had 
paid-up  insurance  worth  $60,000  to  $70,000  depending  on  how  old  the 
policy  was.  And  he  would  no  longer  be  paying  premiums." — We  may 
add  that  the  paid-up  insurance  would  have  a  substantial  cash  value  that 
would  be  increased  annually  as  long  as  it  remained  in  force.  In  a  certain 
company,  a  $100,000  participating  straight  life  policy  issued  at  age  40 
would  at  age  65  have  a  paid-up  insurance  value  of  $67,900  and  a  cash 
value  of  $5 1,800. 

A  big  factor  in  the  success  of  the  level-premium  plan  with  cash 
values  is  the  effect  of  compound  interest  earned  on  the  policy  reserve 
over  long  periods  of  years.  Thus,  as  said  previously,  a  substantial  part 
of  the  policyowner's  cost  of  insurance  is  paid  from  compound  interest 
which  also  is  an  important  factor  in  the  accumulation  of  his  cash  value. 


A  point  of  the  investment-company  salesman's  argument  against 
life-insurance-with-cash-values  is  that  when  the  owner  of  a  life  or  endow- 


Life  and  Life  Insurance  216 

ment  policy  dies  its  cash  value  is  a  part  of  the  payment  to  the  beneficiary. 
True;  but  let  us  consider  the  nature  of  the  straight  life  policy  (with  pre- 
mium waiver)  and  the  various  contingencies  for  which  it  provides. 

Life  or  endowment  policies  are  a  combination  of  reducing  year-to- 
year  term  protection  and  an  increasing  savings  account.  The  sum  of  the 
two  parts,  in  any  given  year,  equals  the  face  amount  in  the  event  of  death. 

We  may  think  of  cash-value  life  insurance  as  a  unique  bond,  pur- 
chased on  the  installment  plan,  that  will  mature  for  its  face  amount  at  its 
terminal  date;  but  if  the  owner  dies  before  the  maturity  date  the  balance 
of  the  installment  payments  will  be  cancelled  and  the  full  face  amount  of 
the  bond  will  be  paid  to  the  beneficiary,  even  if  he  dies  after  paying  only 
one  installment. 

It  is  permanent  insurance — for  life,  assuring  a  payment  to  the  bene- 
ficiary in  event  of  the  policyowner's  death  in  youth  or  old  age.  It  provides 
for  continuation  of  the  insurance  without  payment  of  premiums  in  event 
of  disability  if  the  policyowner  is  totally  disabled  as  defined  in  the  policy. 
And  it  provides  for  the  accumulation  of  a  reserve  fund  with  interest  com- 
pounded annually. 

The  reserve  or  cash  value  (1)  will  be  a  part  of  the  payment  made  in 
event  of  death.  Or  (2)  it  will  equal  the  face  amount  of  the  policy  contract 
at  its  terminal  date.  Or  (3)  prior  to  such  maturity  the  reserve  provides  the 
cash  value  against  which  the  policyowner  may  borrow  in  some  emer- 
gency; or  which  wiU  be  paid  to  him  on  surrender  of  the  policy.  Or  (4),  as 
already  stated,  if  he  forgets  to  pay  a  premium,  the  cash  value  will  auto- 
matically be  used  for  a  premium  loan  to  keep  the  policy  in  full  force  or 
for  the  purchase  of  extended  term  insurance  for  the  full  amount  of  pro- 
tection. Or  (5)  in  lieu  of  the  extended  insurance  the  policyowner  may 
elect  to  have  the  cash  value  used  to  purchase  a  reduced  amount  of  insur- 
ance fully  paid  up  for  life. 

Another  point  of  comparison  is  the  unique  stabihty  of  life  insurance 
cash  values  as  a  long-range  investment  vs.  the  fluctuating  market  values 
of  stocks  and  bonds  and  mutual  funds. 

The  average  man  who  buys  life  insurance  has  not  lived  long  enough 
to  accumulate  a  competency.  Later  he  may  think  it  advisable  to  take 
some  speculative  risks.  But  until  he  has  established  an  adequate  founda- 
tion of  investments,  he  wants  to  be  sure,  if  possible,  that  his  assets  are  as 
nearly  depression-proof  as  possible,  so  that  he  can  know  what  he  may 
count  on  permanently  without  fail  in  a  time  of  need  for  cash  if  he  wants 
to  sell  or  obtain  a  bank  loan. 

The  guaranteed  cash  values  of  a  Hfe  or  endowment  policy  and  of 
United  States  Savings  Bonds  and  bank  or  savings  accounts  insured  up  to 
$10,000  qualify  for  a  depression-proof  financial  foundation.  They  are 
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guaranteed  to  be  worth  definite  amounts  at  all  times.  (Savings  bonds  are 
short-term  investments  whose  proceeds,  after  maturity,  must  be  rein- 
vested.) 

A  "separate  cash  value"  of  mutual  funds  or  other  securities,  whose 
values  fluctuate  according  to  their  market  prices,  have  no  place  in  a  fam- 
ily's financial  plan  until  after  one  has  established  an  adequate  foundation 
of  depression-proof  assets. 

Of  one  thing  we  can  be  certain — that  in  a  temporary  decline  or  re- 
cession or  a  depression  (when  we  are  most  concerned  as  to  the  value  of 
our  assets)  there  will  be  a  decline  in  the  current  value  of  stocks  and 
mutual  funds  and  even  in  the  value  of  many  bonds.  And  it  is  at  such 
times,  more  than  ever,  that  we  are  thankful  if  we  own  guaranteed  assets 
we  can  rely  on  if  we  need  cash  and,  therefore,  instead  of  selling  other 
good  securities  at  sacrifice  prices,  can  retain  them  until  market  prices 
have  returned  to  normal. 

The  cash  values  of  a  life  or  endowment  policy  are  guaranteed  for 
the  duration  of  the  contract.  Each  year's  cash  value  is  guaranteed  to  be  as 
stated  in  the  policy.  And  the  guaranteed  annual  increase  in  the  cash  value, 
after  one  or  two  years,  is  almost  as  much  (or  perhaps  as  much)  as  the  an- 
nual premium  payment.  Proof  of  the  validity  of  the  guarantee  is  the  rec- 
ord of  payments  to  policyowners  of  100  cents  on  the  dollar,  over  a  long 
period  of  years.  Even  during  the  Great  Depression  of  the  1930's,  when 
stocks  and  mutual  fund  shares  and  some  bonds  were  selling  at  small  frac- 
tions of  their  previous  prices  or  their  intrinsic  value,  life  insurance  cash 
values  were  paid  in  full  as  guaranteed  in  the  policies.  So-called  "separate 
cash  values"  are  not  guaranteed.  Their  values  rise  or  fall  with  market 
prices.  The  need  for  cash  may  well  be  most  acute  when  market  prices  are 
at  low  tide. 
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Warning 


MANY  salesmen  of  mutual  funds  not  only  advise  prospective  buyers 
to  purchase  so-called  "cheap"  renewable  term  insurance  and  put 
their  "savings  in  premiums"  into  mutual  funds;  they  even  reconmiend  that 
poUcyowners  cash  their  present  life  and  endowment  policies  in  order  to 
obtain  funds  for  the  purchase  of  their  companies'  shares. 

The  National  Association  of  Securities  Dealers,  which  has  dis- 
cipHnary  powers  over  the  salesmen  of  investment  company  shares  as  well 
as  those  who  sell  other  securities,  has  issued  the  following  warning  in  its 
"News"  in  regard  to  the  misrepresentation  of  the  facts  about  life  in- 
surance with  guaranteed  values: 

"Association  members  are  warned  against  use  of  certain  published 
material  that  unfairly  attacks  ordinary  life  insurance  and  recom- 
mends the  indiscriminate  conversion  of  cash  surrender  values  into 
proceeds  for  the  purchase  of  investment  company  shares  or  other 
securities. 

".  .  .  Dealers  are  being  encouraged  to  use  some  of  this  material  to- 
gether with  recommended  form  letters  and  advertising  as  a  method 
of  increasing  securities  sales. 

"Serious  violations  of  the  SEC's*  statement  of  policy  on  investment 
company  sales  literature  can  result  from  the  use  of  this  material. 
"Much  of  the  diflficulty  with  this  published  material  stems  from  ef- 
forts to  oversimplify  the  actuarial  basis  of  life  insurance.  This  has 
resulted,  among  other  things,  in  erroneous  statements  about  cash 
surrender  values  and  death  benefits  under  life  insurance  pohcies  is- 
sued on  a  level  premium  basis. 

"Representations  to  customers,  as  part  of  an  over-all  general  sales 
approach  by  a  securities  dealer,  that  ordinary  life  insurance  is  a 
'miserable  investment'  and  that  existing  cash  surrender  values  should 

*  Securities  and  Exchange  Commission 
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be  realized  and  the  proceeds  used  to  purchase  mutual  fund  shares 
or  other  securities  can  have  most  undesirable  results,  both  to  the 
public  interest  and  to  the  good  name  of  the  securities  business." 

The  above  use  of  the  phrase,  "efforts  to  oversimplify  the  actuarial 
basis"  may  be  a  semantic  expression  meaning  that  these  salesmen  are  not 
well  informed;  or  that  in  their  sales  talks  they  omit  certain  essential  facts; 
or  that,  as  their  Association  suggests,  erroneous  statements  are  made 
regarding  life  insurance  with  cash  values. 

One  thing  would  seem  certain — that  anyone  who  believes  that  an 
insurance  company  should  abandon  the  level  premium  plan  of  life  and 
endowment  policies  and  issue  only  renewable-term  policies  ("with 
separate  cash  values")  is  ignorant  of  the  history  of  the  organizations  that 
issued  only  renewable-term  insurance  a  good  many  years  ago  and  failed. 
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Advantages  of  Mutual  Funds 
and  Equities  vs.  Obligations 


THE  reasoning  that  sparked  the  organization  of  the  investment  com- 
panies, called  mutual  funds,  was  sound: 

1.  Many,  perhaps  most,  substantial  accumulations  of  wealth  have  re- 
sulted from  owning  the  common  stocks  of  well-managed  companies 
in  essential  industries. 

2.  But,  of  course,  there  are  risks  in  owning  stocks. 

3 .  The  average  investor  is  not  qualified  to  select  a  few  good  stocks,  suitable 
for  his  or  her  particular  situation,  from  among  the  thousands  of  sound 
or  highly  speculative  stocks  that  are  traded  from  day  to  day.  Most 
investors  are  fuU-time  workers  in  some  profession  or  business.  As  part- 
time  investors,  they  are  reaUy  amateurs.  They  lack  the  knowledge, 
training,  experience,  skills  and  the  necessary  time  to  manage  their 
investments.  They  need  the  benefits  of  investment  know-how  which 
would  be  the  stock  in  trade  of  an  investment  company. 

4.  An  investment  company  would  combine  in  one  operation,  for  each  of 
thousands  of  shareholders  the  ownership  of  an  interest  in  a  hundred  or 
more  different  securities.  Thus  each  individual  would  have  two  dis- 
tinct advantages:  (a)  a  wide  diversification  of  his  investments  and  (b) 
the  services  of  the  skilled  management  of  investment  funds. 

5.  Fortified  by  research  and  constant  vigilance,  which  is  their  full-time 
job,  the  managers  of  an  investment  company  would  sell  (as  well  as 
buy)  securities.  When  they  deemed  it  advisable  to  switch  some  of  their 
funds,  they  would  sell  certain  securities  and  buy  others  which  at  the 
time  seemed  to  be  better  investments.  Though  not  infallible,  they 
would  know,  far  better  than  the  amateur  investor,  or  than  the  average 
investor  of  some  experience,  when  to  buy  and  when  to  sell.  And  they 
would  not  act  on  hunches  or  tips  or  unverified  rumors,  as  the  amateur 
too  often  does. 
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Before  the  inception  of  the  investment  trust  companies  and  mutual 
funds,  there  were  already  in  existence  two  great  systems  of  mutual  funds 
— the  savings  institutions  and  life  insurance. 

Perhaps  it  was  because  of  the  policyowner's  long-proved  security  as 
an  investor  in  the  widely  diversified  portfolio  of  the  life  insurance  com- 
pany's investments  that  the  investment  companies  were  inspired  with  the 
excellent  idea  of  reducing  the  individual's  risk  in  owning  securities  by  sell- 
ing shares  in  a  fund  of  diversified  stocks  or  stocks  and  bonds. 

The  investments  of  most  mutual  funds  are  largely  or  entirely  in  com- 
mon stocks,  which  are  equities.  Bonds,  mortgages  and  fife  insurance  cash 
values  are  obligations. 

Let  us  compare  equities  and  obligations.  Take  a  very  simple  ex- 
ample. Say  you  sell  a  house  for  $20,000  and,  as  payment,  you  receive 
$10,000  in  cash  and  accept  a  first  mortgage  of  $10,000,  which  is  to  be 
paid  off  in  one  sum  at  the  end  of  ten  years.  The  new  owner  assumes  that 
he  has  an  equity  in  the  house  of  $10,000. 

You  hold  his  obligation  to  pay  you  interest  on  the  mortgage  and,  at 
the  end  of  ten  years,  to  pay  you  $10,000.  If  he  defaults  in  the  payment  of 
interest  or,  at  maturity,  in  repayment  of  the  mortgage  loan,  you  can,  as 
provided  by  law,  foreclose  the  mortgage  and  recover  ownership  of  the 
house. 

After  a  year  or  so  the  new  owner  is,  let's  say,  promoted  to  a  better 
job  in  a  distant  city.  So,  he  sells  the  house  as  soon  as  possible,  thinks  he 
is  doing  pretty  well  to  get  $18,000  for  it  in  a  quick  sale.  His  equity  turned 
out  to  be  $8,000. 

The  second  new  owner  takes  over  the  mortgage.  You  now  own  his 
obligation  to  pay  you  $10,000  at  maturity  of  the  mortgage.  If  he  should 
sell  the  house  for  more  or  less  than  he  paid,  his  equity  would  be  worth 
more  or  less  than  $8,000. 

The  equity  was  not  a  fixed  amount;  its  value  depended  on  the  price 
for  which  the  property  could  be  sold.  The  mortgage  was  an  obligation  for 
a  definite  sum  that  was  owed  to  you  and  for  which  the  house  was  security. 

Owning  a  common  stock  makes  you  a  "partner"  in  a  business  and 
the  value  of  your  equity  in  the  business  at  any  given  time  is  its  market 
price.  On  the  other  hand,  if  you  own  bonds  or  a  first  mortgage  or  a  life 
insurance  cash  value,  which  are  obligations,  you  are  a  creditor. 

Except  for  U.S.  Savings  Bonds,  any  bond,  even  a  U.S.  Treasury  bond, 
is  an  obligation  guaranteed  to  be  worth  its  face  value  only  at  maturity; 
prior  to  maturity  its  cash  value  will  vary,  up  or  down,  according  to  its 
market  price. 

Life  insurance  cash  values,  U.S.  Savings  Bonds,  bank  and  savings 
and  loan  deposits  guaranteed  up  to  $10,000,  face  amount  investment 
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certificates,  and  postal  savings  deposits  are  obligations  guaranteed  to  be 
worth  at  all  times  the  values  specified  in  the  contracts. 

There  are  many  investment  companies  of  various  kinds  with  various 
aims.  Their  total  assets  amount  to  milHons  or  billions  of  doUars.  Some  of 
them,  the  "balanced  funds"  of  stocks  and  bonds,  are  designed  for  the  aver- 
age man  or  woman  whose  need-and-purpose  is  to  obtain  a  fairly  steady 
income  from  a  widely  diversified  investment,  a  degree  of  security,  and, 
perhaps,  an  increase  in  the  value  of  their  investment.  Some  companies' 
investments  consist  of  growth  stocks,  looking  to  a  large,  long-range  in- 
crease in  value,  with  httle  or  no  concern  as  to  income  from  dividends. 
Some  of  them  are  widely  diversified  in  only  one  type  of  industry,  such  as 
chemicals,  electronics,  aviation.  Some  companies  are  too  highly  specula- 
tive to  be  considered  investments.  Obviously,  it  is  necessary  to  select 
with  care  and  competent  advice  the  type  of  company  that  is  suited  to  a 
particular  situation. 

For  the  average  investor  who  buys  common  stocks,  the  safest  plan 
may  be  to  own  shares  in  the  more  conservative  investment  companies  of 
the  right  type  for  his  needs  and  purposes.  However,  he  should  know  that 
initially  he  must  in  most  companies  pay  7  or  8  per  cent  of  his  principal 
for  commissions  and  a  smaU  percentage  annually  for  investment  services. 

But  always,  in  all  the  affairs  of  life — "first  things  first."  When  is  it 
time  for  the  average  man  or  woman  to  buy  common  stocks,  either  "on  his 
own"  or  as  a  shareholder  in  an  investment  company?  Is  it  before  or  after 
one  has  built  a  solid  foundation  of  stable  assets  whose  value  he  can  coimt 
on  for  what  he  expected  at  any  time  of  need  for  cash? 

Should  our  foundation  assets  be  equities  which  make  us  partners  in 
the  hazards  as  well  as  the  profits  of  various  enterprises?  Or  should  we  lay 
a  stronger  foundation  of  investments,  as  creditors,  by  investing  in  ob- 
Ugations,  preferably  in  those  whose  values  are  guaranteed  at  all  times — 
United  States  Savings  Bonds,  savings  accounts  insured  up  to  $10,000  and 
life  insurance  with  cash  values?  Life  insurance  companies  are  by  law  re- 
quired to  invest  primarily  in  obligations. 
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Guarantees 


SEPARATE  CASH  VALUES  are  not  guaranteed.  Why  don't  the  investment 
companies  go  a  step  further  with  their  plan  of  diversified  securities 
and  guarantee  the  future  value*  of  these  shares  as  life  insurance  cash 
values  are  guaranteed? 

Though  based  on  experience,  they  may  predict  that  over  the  years 
the  value  of  certain  good  stocks  will  probably  show  substantial  gains, 
especially  during  the  continuation  of  a  long  inflationary  trend,  they  could 
not,  of  course,  give  any  assurance  as  to  the  value  of  their  shares  at  any 
given  future  time. 

Before  the  1930's,  there  was  a  type  of  investment  company  that  did 
contract  with  their  shareholders  to  guarantee  the  future  value  of  their  in- 
vestment— the  ill-starred  "guaranteed  mortgage"  companies.  They  built 
up  a  large  following  and  accumulated  millions  of  dollars  of  assets  in  widely 
diversified  first  mortgages. 

What  could  be  a  sounder  investment,  they  said,  except  government 
bonds,  then  first  mortgages  on  good  real  estate,  especially  when,  as  in 
their  companies,  an  individual  had  a  very  small  share  in  each  of  hundreds 
of  mortgages  selected  by  experts  in  the  valuation  of  real  estate?  The  of- 
ficers were  men  of  integrity  with  the  sense  of  an  essential  mission,  men 
of  experience  in  the  mortgage  field.  They  believed  that  at  long  last,  with 
their  plan  of  diversified  first  mortgages  and  skilled  management,  they 
could  protect  the  average  investor  against  the  risk  of  losing  any  of  his 
principal  and  assure  him  an  unvarying  income  from  interest. 

But  the  guarantee  was  their  undoing.  In  the  Great  Depression  of  the 
1930's,  there  were  thousands  and  thousands  of  men  and  women  to  whom 
these  companies  had  loaned  money  on  homes,  farms,  and  business  build- 
ings, who  were  in  financial  trouble  and  could  not  meet  their  interest  pay- 

*  Some,  as  in  the  variable  annuity,  guarantee  a  fixed  number  of  payments,  but  the 
value  of  these  payments  may  vary. 
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ments  when  due  or  were  unable  to  repay  their  mortgage  loans  at  maturity. 
So,  in  the  Great  Depression  the  companies'  cash  value  guarantees  could 
not  be  fulfilled.  Their  officers,  as  well  as  their  shareholders  who  needed 
cash  for  various  purposes,  were  shocked  and  disillusioned  when  they 
found  that  their  guaranteed  mortgage  bonds  were,  in  hard  times,  not 
worth  what  had  in  good  faith  been  promised — that  the  guarantee  was 
good  only  in  good  times. 

The  writer  recalls  the  sad  ending  of  a  once  enviable  career.  One 
evening  in  1928  or  1929  a  group  of  men,  hke  so  many  people  in  those 
days,  were  boiUng  with  enthusiasm  over  the  profits  they  were  making  (on 
paper)  in  the  stock  market.  A  fine  gentleman  we  knew  took  no  part  in  the 
conversation.  Later,  he  said  he  felt  sorry  for  "those  poor  fellows."  They 
were  "riding  for  a  fall."  So  was  he,  though  had  he  been  told  he  was  he 
would  not  have  believed  it. 

His  prophecy  about  the  others  came  true.  Later  the  guaranteed 
mortgage  company  of  which  he  was  an  executive  officer  was  forced  into 
receivership.  The  shock  of  this  experience  made  him  ill;  he  had  a  coronary 
heart  attack.  And  he  became  one  of  the  millions  of  unemployed. 

Over  a  period  of  many  years,  with  our  gradual  recovery  from  the 
general  economic  collapse  of  the  1930's  the  receivers  of  these  guaranteed 
mortgage  companies  were  able  to  make  partial  payments  to  their  share- 
holders. Even  so,  the  investors  sustained  substantial  losses,  to  say  noth- 
ing of  the  great  delay  in  receiving  salvage  payments  that  were  long  over- 
due. 

There  are  only  a  few  financial  plans  that  are  not  affected  by  chang- 
ing market  prices  and  on  which  we  can  with  complete  confidence  rely  for 
their  guaranteed  values  at  all  times.  We  think  of  social  security  and  an- 
nuities and  U.S.  Savings  Bonds,  bank  and  savings  accounts  insured  up  to 
$10,000,  and  life  insurance  with  cash  values.  (The  only  threat  to  these 
dependable  means  of  security  that  we  can  imagine  is  the  possibility  of 
defeat  in  a  war  and  the  confiscation  of  all  properties  by  the  invader.  In 
the  Russian  revolution  of  1917,  the  Soviet  government  confiscated  the 
assets  in  Russia  of  foreign  life  insurance  companies  that  had  for  many 
years  done  business  in  Russia.) 

As  this  is  being  written,  U.S.  Treasury  bonds  and  the  prized  federal- 
income-tax-free  municipals,  because  of  the  enormous  demand  for  com- 
mon stocks  as  a  "hedge  against  inflation,"  are  going  begging.  They  are 
selling  at  the  lowest  prices  and  the  highest  yields  since  certain  U.S.  Lib- 
erty bonds,  after  World  War  I,  sold  as  low  as  83  per  cent  of  their  maturity 
value. 

Under  certain  conditions,  as  in  the  1930's,  there  may  be  a  decline  in 
the  market  value  of  many  of  the  life  insurance  companies'  investments, 
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including  high-grade  corporate  bonds  and  certain  government  bonds.  Yet 
at  all  times,  irrespective  of  market  prices,  life  insurance  guarantees  have 
been  fulfilled  as  promised  in  the  policy  contracts  except  in  the  case  of  a 
few  small  companies  that  were  forced  into  receivership  during  the  Great 
Depression  of  the  1930's,  representing  only  about  2  per  cent  of  the  total 
life  insurance  assets.  And  upon  our  recovery  from  the  depression  this 
figure  had  been  reduced  to  a  fraction  of  1  per  cent.  (See  Chapter  2  of 
How  Life  Insurance  Can  Serve  You  by  M.  Albert  Linton,  Harper  & 
Brothers.) 

The  reasons  why  the  life  insurance  companies  (as  proved  for  more 
than  a  century)  can  continue  to  make  their  guaranteed  payments,  even 
in  a  period  of  financial  recession  or  depression  or  panic,  are  explained  in 
a  later  chapter. 
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The  Stock  Market 


LET  US  now  take  a  fair  look  at  the  stock  market  where,  from  day  to  day, 
J  the  current  values  of  stocks  and  investment  trust  shares  and  "sepa- 
rate cash  values"  are  decided  for  better  or  worse.  First,  a  word  about  the 
stock  exchanges. 

The  stock  exchange  is  an  important  and  necessary  part  of  our  eco- 
nomic machinery.  It  provides  an  essential  service.  Consider  the  plight 
you  would  be  in  without  it  if  you  wanted  to  sell  a  stock  you  owned — the 
necessity  of  looking  around  or  advertising  for  a  buyer. 

But  the  Stock  Exchange  is  at  your  service.  Say  you  are  hving  on  the 
East  Coast,  in  Baltimore,  and  want  to  buy  a  certain  stock.  At  the  moment 
there  may  be  no  one  in  Baltimore  who  has  any  shares  of  it  for  sale.  But 
there  is  a  man,  on  the  West  Coast,  in  San  Francisco,  (whose  name  you 
will  never  know)  who  has  just  what  you  want  and  is  offering  it  for  sale. 
Through  the  good  offices  of  the  Stock  Exchange,  perhaps  in  a  few  minutes, 
the  deal  is  made.  You  get  the  stock  you  want  and  the  man  on  the  West 
Coast  receives  the  money  you  paid  for  it,  less  a  reasonable  commission. 

However,  the  stock  market  is  a  very  sensitive  organism,  in  constant 
touch  with  local,  national,  and  international  good  and  bad  news — and  al- 
ways in  tune  with  the  hopes  and  fears  of  thousands  of  men  and  women, 
"hoping  for  the  best  or  fearing  the  worst,"  watching  their  daily  news- 
papers to  see  "how  they  are  doing"  with  their  securities. 

As  everyone  who  has  any  knowledge  of  the  stock  market  is  well 
aware,  in  a  booming  market  the  sellers  are  in  control.  They  hold  out  for 
higher  and  higher  prices — and  get  them;  for  the  hordes  of  eager  buyers 
are  clamoring  for  the  stocks  they  want.  BeUeving  the  market  will  con- 
tinue to  advance,  they  tell  their  brokers  to  buy  "at  the  market  price,"  i.e., 
to  pay  whatever  is  necessary  to  obtain  the  stocks  they  want.  They  are 
really  bidding  against  each  other,  much  as  if  they  were  at  an  auction  sale, 
often  paying  more  than  the  stocks  are  worth. 
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In  a  depressed  market,  the  buyers  are  in  control.  For  various  reasons 
the  sellers  are  trying  to  get  their  money  out  of  the  market.  There  comes  a 
day  when  good  stocks  may  be  selling  for  less  than  they  are  worth.  In  a 
panic  market  or  at  any  time  they  are  in  urgent  need  of  cash,  many  stock- 
holders "dump"  their  shares,  telephone  their  brokers  to  "sell  at  the 
market,"  i.e.,  to  sell  for  whatever  they  can  get. 

If  a  few  stocks  start  climbing  or  falling,  others  may  sympathetically 
follow  suit.  As  a  result  the  whole  Hst  of  stocks  may  (often  for  no  good 
reason)  be  affected  favorably  or  unfavorably.  A  sharp  rise  or  fall  may  be 
reversed  when  it  is  learned  that  the  good  or  bad  news  or  rumor  that  had 
touched  off  the  change  was  false. 

Every  day  there  are  men  and  women  who  are  selling  shares  of 
stock  to  obtain  money  they  need  for  some  emergency.  Sometimes  they 
sell  for  good  prices,  perhaps  at  a  profit.  Too  often  they  must  sell  at  a  loss. 
They  never  know  in  advance  just  what  they  can  count  on.  On  the  other 
hand,  if  they  own  life  insurance  with  cash  values,  they  know  they  can 
realize,  in  borrowing  or  selling,  exactly  what  is  guaranteed  in  their 
policies. 

And  every  year  there  are  men  and  women  who  are  retiring.  Some  of 
them  want  to  sell  stocks  and  buy  an  assured  income  for  their  old  age  from 
high-grade  bonds  or  annuities. 

Thousands  of  workers  retired  in  1957-58  and  may  have  sold  shares 
while  the  stock  market  was  in  the  doldrums.  Too  bad  they  couldn't  have 
known  that  a  year  or  so  later  the  market  would  be  booming  again  and 
waited  and  sold  their  securities  at  high  prices.  But,  of  course,  "you  never 
know." 

A  friend  said,  "The  trick  is  to  need  cash  only  when  market  prices 
are  at  satisfactory  levels." 

An  idle  and  futile  but  entertaining  thought  was  suggested  by  a  man 
who  was  preoccupied  with  the  problems  of  retirement  income  and  of 
estate  and  inheritance  taxes.  He  said,  "At  present,  most  of  what  I  have 
is  in  good  stocks.  In  my  old  age  I'd  like  to  have  a  substantial  part  of  my 
income  from  high-grade  bonds.  I  hope  that  my  retirement  will  come  in  a 
year  when  stocks  are  high  and,  as  a  rule,  bond  prices  are  lower.  Then  I 
would  sell  my  stocks  at  top  prices  and  buy  bonds  at  bargain  rates.  But  if 
I  should  die,  I  would  wish  it  could  be  in  the  depths  of  a  depression  to 
give  my  family  the  advantage  of  having  my  good  stocks  appraised  at  a 
fraction  of  their  real  value,  thus  reducing  death  taxes  to  a  minimum." 

Here  is  an  obvious  sequence.  At  any  time  (1)  the  cash  value  of 
stocks  is  determined  by  their  market  prices.  And  (2)  the  cash  value  of 
mutual  fund  shares  and  consequently  (3)  of  the  "separate  cash  value" 
is  determined  by  the  market  prices  of  the  stocks  the  company  owns. 
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Though  most  of  the  investment  companies  have  been  organized  in 
recent  years,  there  are  a  few  that  were  in  business  before  and  during  the 
Great  Depression.  One  of  the  oldest  and  most  successful  is  the  Massa- 
chusetts Investors  Trust.  Before  the  Great  Depression  its  share  value 
had  reached  a  peak  of  $7.73.  By  the  end  of  1932,  because  of  the  col- 
lapse of  values  of  the  securities  the  company  owned,  the  value  of  its  shares 
had  declined  to  $2.37. 

A  shareholder  who  was  able  to  hold  on  to  his  shares  untU  the  market 
had  returned  to  normal  was  eventually  safe.  But  if  one  owned  1,000 
shares  purchased  for  $7,730  and  had  been  forced  to  sell  at  $2.37,  he  had 
a  loss  of  $5,360.  If  he  had  a  life  insurance  policy  with  a  cash  value  of 
$7,000  just  before  the  crash  of  October,  1929,  it  was  still  worth  $7,000 
after  the  faU. 
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'Toundation  Assets'' 


THE  topic  of  the  following  paragraphs  is  based  on  these  old  trite,  yet 
valid,  phrases:  "first  things  first";  "there  is  a  time  for  everything"; 
"build  the  foundation  before  the  superstructure"  and  "for  financial  ad- 
vice see  your  banker." 

The  strongest  part  of  any  structure  should,  of  course,  be  the 
foundation.  As  solid  concrete  is  the  safest  foundation  material  for  a 
house,  the  most  substantial  materials  for  a  financial  foundation  are  what 
are  commonly  called  liquid  assets. 

The  dictionaries  define  fiquid  assets  as  cash  or  assets  that  are  easily 
convertible  into  cash.  However,  we  shall  qualify  the  term  as  "convertible 
into  cash  with  little  or  no  loss";  most  stocks  listed  on  the  New  York  Stock 
Exchange  can  be  readily  sold,  but  in  a  depressed  market  they  may  be 
liquidated  only  at  a  considerable  or  a  great  loss. 

As  a  hedge  or  protection  against  the  necessity  of  selling  in  an 
emergency  at  a  loss,  experienced  investors,  whose  funds  are  chiefly  in 
common  stocks,  make  it  a  rule  to  maintain  a  substantial  amount  of 
foundation  or  liquid  assets  such  as  bank  savings  and  also  sound  bonds 
that  are  nearing  maturity  and,  therefore,  are  less  subject  to  a  decline 
in  prices  in  a  falling  market. 

Your  banker  will  tell  you  that  the  most  dependable  of  all  assets  in 
times  of  declining  values  are  bank  and  savings  accounts,  each  insured  up 
to  $10,000,  United  States  Savings  Bonds  and  life  insurance  cash  values. 
Their  values  are  at  all  times  fixed  and  available  for  their  full  value  in  cash 
or  as  collateral  for  a  loan,  irrespective  of  the  market  prices  of  securities 
— which  cannot  be  said  of  other  assets. 

The  average  person  lacks  the  patience  to  be  a  safe  investor.  He  is 
prone  to  want  to  see  his  "house"  go  up  fast — before  the  foundation  is 
complete.  In  the  hope,  but  uncertainty,  of  building  a  substantial  estate 
quickly  he  may  buy  common  stocks  or  mutual  fund  shares  before  he  has 
accumulated  a  proper  amount  of  stable  assets. 
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There  is  "a  time  for  everything."  The  time  to  purchase  good  stocks  or 
mutual  funds  is  after  the  necessary  foundation  of  steadfast  assets  has  been 
laid. 

The  remarkable  thing  about  life  insurance  with  cash  values  as  a 
financial  foundation  is  that  in  one  package  the  policyowner  has  perma- 
nent guaranteed  protection  for  his  family  or  his  business  and  also  a  guar- 
anteed long-term  investment  which,  as  demonstrated  by  past  experience 
of  more  than  a  century,  will  prove  to  have  been  as  profitable  as  the  aver- 
age conservative  long-range  investment  of  other  kinds. 

The  time  when  it  is  most  probable  or  even  certain  that  a  maximum 
number  of  men  and  women  will  need  to  Uquidate  some  investment,  and 
use  its  cash  value,  is  one  of  the  not  infrequent  periods  of  general  eco- 
nomic decline,  which  we  call  a  recession  or,  at  its  worst,  a  depression. 

It  is  precisely  in  such  periods  that  the  cash  values  of  common  stocks 
and  mutual  funds  are  at  low  tide  and  one  is  least  hkely,  in  selling  them, 
to  receive  what  they  are  worth.  And  in  such  times  we  have  "financial 
peace  of  mind"  only  if  we  own  a  substantial  amount  of  assets  which  are 
always  worth  "par"  if  we  need  to  sell  or  borrow  and  which,  therefore, 
enable  us  to  hold  other  sound  assets  until  their  market  prices  have  re- 
turned to  normal. 

Incidentally,  too,  with  a  good  backlog  of  assets  whose  values  are 
guaranteed  under  aU  conditions  we  are,  in  a  recession,  less  likely  to  be 
envious  of  those  who,  when  the  market  was  on  the  upgrade,  looked  down 
their  noses  at  our  conservatism. 
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The  Acid  Test 


r-piHE  real  test  of  securities  in  a  time  of  emergency  need  is,  of  course 
i  their  cash  values  in  a  period  of  general  pessimism  or  of  an  actual 

economic  decline. 

Suppose  a  man  had  bought  50  shares  of  the  sound  American  Tel.  and 
Tel.  stock  in  the  early  1920's  (at  118)  for  $5,900  and  found  it  necessary, 
as  many  did,  to  sell  it  in  the  1930's  at  70.  His  loss  was  $2,400.  Or  if  he 
were  one  of  those  who  bought  A.T.  &  T.  in  1929  at  300,  paying  $15,000 
for  50  shares  and  was  forced  to  sell  in  the  early  '30's  (at  70)  for  $3,500, 
his  loss  was  $11,500. 

Here  are  a  few  other  highs  of  the  late  1920's  and  lows  of  the  1930  s: 
Dupont,  503—22;  General  Motors,  224—75/8;  New  York  Central, 
257— 9;  Anaconda  Copper,  175— 3;U.S.  Steel,  262—21. 

Suppose  the  "new  idea"  of  term  insurance  with  "separate  cash 
values"  had  been  in  operation  during  the  Great  Depression  of  the  1930's 
(or  other  periods)  when  the  market  values  of  good  stocks  were  reduced 
far  below  their  real  values.  The  decline  would,  of  course,  have  been  re- 
flected in  the  current  value  of  mutual  fund  shares  and  of  the  separate 
cash  value  funds  consisting  of  such  shares. 

In  this  same  panicky  period  hundreds  of  thousands  of  poUcyowners 
in  need  of  funds  were  being  paid  100  per  cent  of  the  cash  or  loan  values 
guaranteed  in  their  life  or  endowment  policies.  And  thousands  who 
wanted  to  keep  their  life  insurance  in  force  but  hadn't  the  money  to  pay 
premiums  were  able  to  do  so  by  borrowing  on  the  cash  values  of  their 
life  and  endowment  policies. 

Thousands  of  policyowners  neglected  to  pay  their  premiums.  The 
term  insurance  policies  were  finished!  But  policies  with  cash  values  were 
automatically  kept  in  force  by  automatic  premium  loans  or  they  were 
continued  as  extended  insurance,  and  many  of  these  were  remstated, 
by  using  the  loan  values  to  pay  overdue  premiums. 

The  present  generation  of  young  families  cannot  fully  realize  what  it 
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is  like  to  be  living  in  the  evil  days  of  a  real  depression.  From  the  old  files 
of  any  newspaper  we  would  cite  instances  of  catastrophic  losses  in  the 
1930's  and  of  the  suicides  of  men  who  became  mentally  unbalanced  by 
their  tragic  losses.  We  shall  refer  only  to  a  few  of  the  cases  we  knew  per- 
sonally, typical  of  millions  of  capable  men  who  had  lost  their  jobs  or 
their  homes,  were  barely  able  to  maintain  their  families  and,  if  they  could 
obtain  credit,  were  in  debt. 

They  made  heroic  efforts  to  keep  their  homes  and  keep  their  life 
insurance  in  force.  One  was  a  fine  architect  who  for  a  long  time  could 
get  no  work,  for  building  was  at  a  standstill.  Another,  like  thousands  of 
others,  lost  his  job  when  his  company,  forced  to  retrench,  reduced  its 
executive  staff.  He  now  earned  httle  more  than  enough  to  pay  his  rent 
and  a  part  of  his  life  insurance  premiums,  paying  the  balance  of  pre- 
miums 'by  borrowing  on  his  cash  values.  Because  his  credit  had  always 
been  A-1,  he  was  able  to  owe  for  groceries  and  milk.  Now,  in  middle  age, 
he  says  he  will  ever  be  grateful  to  his  kind  milkman  who  was  still  doing 
a  good  business  and  to  whom  at  one  time  he  owed  nearly  $400. 

In  November,  1932,  motoring  in  Rorida,  we  talked  with  two  stran- 
gers we  shall  never  forget.  In  Miami  Beach  we  noticed  a  for  sale  sign  in 
front  of  a  beautiful  large  house  and  stopped  to  look  at  it.  A  man  sitting  on 
the  curbstone  rose  and  came  to  our  car.  He  said  he  was  the  owner  and 
would  Uke  to  show  us  through  the  house.  Though  we  told  him  we  would 
not  be  interested  in  buying,  as  he  insisted  and  we  were  not  pressed  for 
time  we  spent  a  half -hour  going  through  the  place,  a  most  unusual  home 
in  perfect  taste  with  a  beautifully  planted  half-acre  of  grounds  behind 
the  house  surrounded  by  a  high  masonry  wall  alive  with  red-flowering 
vines.  The  house  and  lot  and  the  landscaping  must  have  cost  at  least 
$50,000  or  $60,000  (equivalent  to  much  more  in  current  dollars). 

The  owner  said,  "I  have  a  small  mortgage,  only  $15,000,  that  is 
due  for  payment  in  about  a  month.  The  man  I  owe  the  money  to  wants 
the  place  and  will  not  renew  the  loan,  and  I  haven't  been  able  to  borrow 
from  anybody.  I'll  take  almost  any  price  I  can  get  above  the  $15,000 
mortgage."  Poor  fellow!  As  we  told  him  good-bye,  he  said,  "Well,  thanks 
anyhow  for  looking." 

A  few  days  later,  farther  north,  we  wanted  to  cross  from  the  East 
Coast  to  St.  Petersburg  over  a  new  road.  It  was  pouring  rain,  one  of  those 
hurricane  downpours  that  are  like  a  curtain  of  water.  As  we  turned  into 
the  entrance  to  the  new  road,  we  were  stopped  by  a  guard  in  his  shirt 
sleeves,  drenched  as  if  he  had  been  standiug  under  a  waterfall.  He  said, 
"The  new  road  is  closed  because  of  a  bad  washout  about  twenty  miles 
from  here.  You  will  have  to  go  north  to  the  next  road." 

"But,"  we  said,  "that  route  is  fifty  miles  longer." 

"I'm  sorry,"  he  repUed.  "This  job  is  not  to  my  liking.  I  am  only  do- 
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ing  what  I  have  been  hired  to  do.  Not  long  ago  I  thought  I  was  a  rich 
man.  Now  I  am  broke.  All  I  have  left  is  my  life  insurance,  and  I  took 
this  miserable  job  so  that  my  family  could  eat,  and  I  could  keep  up  my 
life  insurance  for  them." 

Perhaps  we  may  never  again  have  to  live  through  another  such  pe- 
riod of  unemployment  and  frightful  shattering  of  values.  Perhaps  we  are 
now  more  protected  by  the  legal  safeguards  that  grew  out  of  our  experi- 
ence in  the  Great  Collapse  of  the  1930's.  Let  us  hope  so.  Yet  we  have 
had  more  than  one  scare  in  the  last  few  years  during  which  the  financial 
writers  warned  us  of  what  might  happen  in  the  light  of  what  has  hap- 
pened in  the  past.  Ask  a  conservative  stock  broker  if  we  have  embroi- 
dered the  facts. 

There  are  a  number  of  things  that  are  often  referred  to  as  eternal 
verities.  Surely  one  of  them  is  the  truth  that  the  future  is  uncertain.  And 
it  is  true  that  in  our  lifetime  of  striving  a  main  concern  of  everyone,  of 
whatever  station  of  employment,  is  to  acquire  a  bit  of  invulnerable  se- 
curity against  the  financial  uncertainties  of  life. 

We  recall  a  wise  handy  man  who  helped  us  years  ago  in  cleaning  up 
our  millions  of  autumn  leaves.  We  remember  some  of  his  pithy  sayings. 
One  day,  leaning  on  his  rake  for  a  moment  of  rest  and  conversation,  he 
said,  "As  I  see  it,  there  are  two  kinds  of  dollars — the  fast  buck  and  the 
sure  buck.  If  ever  I  have  enough  sure  bucks  laid  away  to  keep  the  wolf 
from  the  door  when  I  can't  work  any  longer,  then  I  may  try  to  make  a 
few  fast  ones.  I'll  make  sure  of  my  meat  and  potatoes.  Then  I  may  try 
to  add  something  for  a  bit  of  cake  with  a  lot  of  frosting." 


The  question  of  what  to  invest  in  should  not  be  merely  one  of  obliga- 
tions vs.  equities — of  high-grade  bonds  or  life-insurance-with-cash  values 
versus  real  estate  or  common  stocks  or  investment  trust  shares.  Rather  it  is 
a  matter  of  using  various  types  of  investments  in  a  logical  sequence,  ac- 
cording to  the  needs  of  the  individual  situation. 

Each  has  its  place  in  our  economy  and  in  the  plans  of  investors  in 
various  stages  of  financial  progress.  They  should  be  purchased  in  a  se- 
quence that  is  based  on  careful  thinking,  without  the  emotional  stimulus  of 
a  boom  market  or  an  enthusiastic  sales  talk — a  sequence  that  is  advo- 
cated by  bankers  and  trust  officers,  legal  estate  planners  and  conserva- 
tive, ethical  stockbrokers. 

In  this  sequence,  the  number  one  investment  should  consist  of  se- 
curities that  over  the  years  have  passed  the  acid  test  of  stability  in  the 
midst  of  instability.  Life  insurance,  in  payments  to  policyowners  and 
beneficiaries,  has  stood  this  test  in  the  financial  crises  of  the  past  cen- 
tury. 
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Life  Insurance  during  a  Depression 


EVEN  in  a  mild  recession,  the  demand  for  payment  of  life  insurance  cash 
I  and  loan  values  may  increase  enormously.  In  a  depression  the  de- 
mand will  exceed  the  life  insurance  companies'  bank  balances  maintained 
for  payment  of  current  obligations. 

How  is  it  that  the  life  insurance  companies  are  able  to  meet  these 
excessive  demands  for  cash  payments  without  going  into  the  market  and 
selling  good  securities,  perhaps  at  a  loss?  It  is  because  of  the  unique  na- 
ture of  the  operation  we  call  life  insurance. 

Where  do  the  companies  obtain  the  additional  funds  they  require 
in  such  emergencies  and  what  is  the  effect  of  a  depression  on  the  life  in- 
surance company's  income? 

The  life  insurance  company's  income  is  derived  from  two  sources, 
the  premiums  collected  from  policyowners  and  the  return  on  its  high- 
grade  investments. 

During  a  national  economic  set-back,  there  is,  of  course,  an  increase 
in  policy  lapses  and  some  decrease  in  premium  income;  and  some  de- 
crease in  interest  from  investments,  due  principally  to  defaults  on  home 
and  farm  mortgages.  But  the  vast  majority  of  policyowners  hold  on  to 
their  life  insurance  as  the  one  investment  they  can  count  on  in  any  event 
for  the  protection  of  their  families.  They  continue  to  pay  their  premiums, 
even  if  they  must  borrow  on  their  life  insurance  cash  values  to  do  so. 

And  the  income  from  the  companies'  major  investments,  high-grade 
bonds,  and  first  mortgages,  remains  remarkably  steady.  The  payments  of 
interest  on  mortgage  bonds  have  first  claim  on  a  corporation's  income — 
ahead  of  secondary  obHgations  and,  of  course,  before  any  payment  of 
dividends  can  be  made  to  the  holders  of  preferred  and  common  stocks. 
And  the  interest  on  government  bonds  is  guaranteed  by  the  taxing  power 
of  the  local,  state,  and  federal  governments. 

Except  for  an  adequate  amount  of  short-term  investments  for  liquid- 
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ity,  the  life  insurance  company's  investments  are  largely  long-term  se- 
curities. The  prices  of  short-term  bonds,  and  the  company's  other  bonds 
that  are  nearing  maturity,  are  little,  if  any,  affected  in  a  bad  market.  Be- 
fore the  maturity  of  the  long-term  bonds,  their  price  fluctuations  are  usu- 
ally of  no  great  concern;  for  the  company  will,  as  expected,  hold  them  for 
the  interest  income  until  they  mature  for  their  full  face  amounts. 

The  life  insurance  company's  total  income,  from  premium  collec- 
tions and  investments,  is  greatly  in  excess  of  current  outgo  for  the  pay- 
ment of  claims,  cash  values  and  business  expenses.  In  normal  times  this 
excess  of  income  is  placed  in  legal  investments. 

Under  abnormal  conditions,  such  as  the  terrifying  influenza  epi- 
demic of  1918  and  the  cataclysmic  depression  of  the  1930's,  the  excess  of 
income  is  available  to  meet  the  extraordinary  demand  for  payment  of 
death  claims  or  cash  and  loan  values.  Thus,  as  has  been  demonstrated 
in  times  of  stress  for  a  century  or  more,  the  life  insurance  companies 
have  been  prepared  to  pay  and  have  paid  their  obligations  as  guaranteed 
in  their  policy  contracts. 

Due  to  the  nature  of  the  system  of  life  insurance,  the  character  of 
its  investments,  the  laws  regulating  its  operations  and  strict  state  super- 
vision, and  the  high  standards  of  management,  life  insurance  cash  values 
can  be,  are,  and  have  long  been  successfully  guaranteed.  "Separate  cash 
values,"  obviously,  are  not  and  cannot  be  guaranteed. 


BOOK  VII 

Policy  Contract  and  Premiums 
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The  Life  Insurance  Contract 


THE  life  insurance  policy  is  a  contract  between  the  company  and  the 
person  insured.  It  contains  a  statement  of  the  reciprocal  obhgations 
and  undertakings  of  the  two  parties  to  the  agreement  and  of  its  various 
terms  and  conditions. 

In  consideration  of  the  payment  of  premiums  and  of  satisfactory 
evidence  of  insurability  submitted  by  the  apphcant  for  insurance  (the 
medical  examination  and  the  statements  in  the  appUcation  for  insurance) 
the  company  agrees  to  pay  at  death  the  amount  specified  in  the  face  of 
the  policy  and  to  assure  other  benefits  such  as  disability  and  double  in- 
demnity payments  if  they  are  included  in  the  policy. 

The  contract  also  contains  a  statement  of  a  poHcy's  annual  cash 
value  and  its  optional  uses — loan  values  and  extended  and  paid-up  in- 
surance, and  income  to  the  policyowner  in  lieu  of  the  cash  value;  the  op- 
tions of  income  to  the  beneficiary  instead  of  a  lump  sum  payment;  the 
payment  of  dividends  under  participating  policies  and  the  optional  uses 
of  dividends  to  increase  the  amount  of  insurance  payable  at  death  or  to 
accumulate  them  at  compound  interest. 

In  the  case  of  endowment  contracts,  the  company  also  agrees  to  pay 
the  proceeds  of  the  policy  to  the  policyowner  if  he  is  fiving  at  the  end 
of  the  endowment  period. 

For  other  provisions  and  details  of  those  mentioned  above  one 
should  read  the  policy  contract,  a  "specimen"  of  which  may  be  obtained 
from  the  insurance  company. 


The  three  basic  life  insurance  contracts  are  life,  endowment,  and 
term  policies. 

The  life  policy  insures  for  life.  The  proceeds  are  payable  at  death 
whenever  it  may  occur.  Some  policyowners  will  die  in  the  first  year  of 
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their  insurance;  some  will  die  each  year  thereafter;  a  few  will  live  to  age 
100*  at  which  time  each  $1,000  of  insurance  has  a  cash  value  of  $1,000. 
So,  we  may  think  of  age  100  as  the  terminal  or  maturity  date  of  a  life 
policy. 

Life  policies  are  permanent  insurance.  They  are  of  two  kinds — the 
ordinary  life  policy,  or  whole  life,  commonly  called  straight  life,  with 
premiums  payable  annually  until  death,  and  limited  payment  life  policies 
whose  premiums  are  payable  for  only  a  specified  period  of  years  such  as 
10,  20,  or  30  years.  When  the  last  of  these  payments  has  been  made,  the 
limited  payment  policy  is  fully  paid  up — without  paying  any  more 
premiums  the  policyowner  is  insured  for  life. 

Endowment  policies  are  contracts  whose  terminal  or  maturity  dates 
are  prior  to  age  100  (based  on  the  CSO  1941  Table  of  Mortality).  There 
are  endowments  maturing  at  certain  ages  such  as  85,  75,  65  or  18 
(educational  endowments);  and  endowments  that  mature  at  the  end  of 
10,  20,  or  40  years.  The  policy  proceeds  are  payable  in  cash  to  the  policy- 
owner if  he  is  living  at  the  end  of  the  endowment  period,  or  payable  to  a 
beneficiary  in  event  of  the  policyowner's  prior  death. 

The  endowment  at  65  is  popular  because  65  is  the  normal  retire- 
ment age  and  the  age  at  which,  according  to  1961  law,  full  social  security 
benefits  begin. 

Term  policies  insure  for  a  specified  term  of  years  such  as  5,  10,  15, 
or  20  years,  or  to  a  certain  age  such  as  age  65.  If  the  policyowner  dies 
during  the  term  insurance  period,  the  poUcy  proceeds  are  payable  to  a 
beneficiary;  otherwise  at  the  end  of  the  period  a  term  policy,  like  a  fire 
policy,  expires  without  value. 

*  According  to  the  1941  CSO  Table  of  Mortality. 
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Premmm  Payments 


T 


HERE  are  four  ways  of  paying  premiums  in  order  to  obtain  long- 
range  protection. 


1 .  You  may  insure  for  life  by  paying  a  single  premium  of  a  few  hundred 
dollars  per  $1,000  of  insurance.  The  single  premium  policy  is  paid  up 
for  life  (no  more  premiums  to  pay).  It  has  an  annually  increasing 
cash  value  which  eventually,  at  the  terminal  date,  is  equal  to  the  face 
amount  of  the  policy. 

The  single  premium  policy  is  practical  only  in  certain  situations.  If  it 
were  the  only  premium  payment  plan  (requiring  $400,  $500,  $600, 
etc.,  per  $1,000  of  insurance),  there  would,  of  course,  be  only  a  few 
persons  who  could  be  well  insured.  Or: 

2.  You  may  pay  an  annual  level  premium,  (e.g.,  $15,  $20,  $30,  $40  or 
more  per  $1000  of  insurance,  according  to  age),  the  same  amount 
every  year  (less  dividends  on  participating  policies)  for  a  straight  life 
policy  with  guaranteed  annual  cash  values.  This  is  by  far  the  most 
practical  and  economical  of  all  plans  for  permanent  insurance  pro- 
tection, and  it  provides  a  sound  long-range  investment  in  its  guaran- 
teed cash  values.  Or: 

3.  You  may  pay  a  larger  annual  level  premium  for  a  limited  payment  life 
policy,  with  cash  values,  say  a  20-payment  or  30-payment  life  policy 
that  would  be  fully  paid  up  for  life  upon  payment  of  the  20th  or  30th 
annual  premium.  The  limited  payment  plan  is  practical  for  those  who 
can  afford  to  pay  the  higher  rate  for  the  amount  of  life  insurance  they 
need.  Compare:  at  age  35,  for  the  same  amount  of  premium  one 
could  maintain,  approximately,  either  $16,000  of  straight  life  or 
$10,000  of  20-payment  life;  or  $160,000  of  straight  life  vs.  $100,000 
of  20-payment  life.  Due  to  the  higher  premiums,  the  cash  values  of 
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limited  payment  policies  are,  of  course,  larger  than  under  the  straight 
life  plan.  Or: 
4.  One  could  buy  renewable  term  insurance  without  cash  values  and  pay 
an  annual  premium  which,  though  in  the  beginning  it  is  much  lower 
than  the  level  straight  life  premium,  must  be  increased  annually  or, 
say,  every  five  or  ten  years,  as  the  cost  of  mortality  rises,  until  eventu- 
ally, for  most  persons,  it  becomes  prohibitive. 

Renewable  term  policies  are  now  issued  only  by  companies  whose 
insurance  is  chiefly  on  the  level  premium  plan  but  they  do  not  insure  for 
life.  In  general,  the  renewable  term  insurance  of  today  terminates  without 
any  value  at  age  65.  It  is  used  principally  in  group  insurance,  covering 
the  lives  of  employed  persons  in  a  company  having  a  certain  minimum 
number  of  employees.  Due  to  the  fluctuation  of  employment  by  the  addi- 
tion of  new  employees  and  the  withdrawal  of  others,  it  is  impossible  to 
guarantee  the  average  rate  for  a  long  period.  So,  from  time  to  time,  per- 
haps annuaUy,  a  new  average  premium  for  the  group  must  be  computed, 
based  on  the  current  age  distribution  of  the  group. 

The  level  premium  plan  is  the  most  interesting  and  serviceable  in- 
vention in  life  insurance.  Indeed  for  the  average  man  it  is  the  most  prac- 
tical of  all  financial  provisions  for  future  security  when  there  must  be 
an  income  from  previous  savings  and  investment  to  replace  earnings — in 
event  of  death  or  total  disability  or,  if  one  is  fortunate,  in  old  age. 
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Cash  Values  and  Options 


1IFE  insurance  policies  contain  certain  optional  provisions  with  which 
J  the  policyowner  should  be  famihar — cash  value  options,  dividend 
options  and  optional  settlements.  Some  of  these  options  have  already 
been  referred  to. 

Before  discussing  the  cash  value  options,  let  us  say  a  word  more 
about  the  guaranteed  cash  value.  It  is  the  investment  element  (selling  price 
or  collateral  value)  of  a  life  or  endowment  policy.  The  annual  cash  value 
is  guaranteed  for  the  duration  of  the  contract  to  be  at  all  times  as  stated 
in  the  poUcy. 

The  annual  increase  in  the  cash  value  is  almost  as  much,  sometimes 
quite  as  much,  as  the  annual  premium  payment.  And  if  the  policyowner 
lives  and  keeps  a  policy  in  force  to  its  terminal  or  maturity  date,  the 
cash  value  will  be  equal  to  the  face  amount  of  the  insurance:  e.g.,  a 
$10,000  poHcy  would  have  a  cash  value  of  $10,000. 

A  life  or  endowment  policy  is  sometunes  referred  to  as  a  self- 
completing  investment  purchased  by  installment  payments. 

If  you  bought  a  home  or  a  bond  on  the  installment  plan  and  died  be- 
fore completing  your  payments,  your  estate  would  be  entitled  only  to  the 
equity  you  had  acquired  in  the  property,  perhaps  only  a  small  percent- 
age of  its  total  value.  But  with  a  life  or  endowment  policy  (a  "self- 
completing  bond")  if  you  died  even  right  after  making  only  one  install- 
ment payment  (premium)  the  policy  would  be  worth,  to  your  estate 
or  beneficiary,  the  full  amount  just  the  same  as  if  you  had  lived  to  the 
terminal  or  maturity  date  and  completed  all  your  installment  (premium) 
payments. 

The  idea  of  combining  in  one  contract  a  safe  investment  with  life 
insurance  is  so  practical  that  about  forty  years  ago  a  certain  large  bank 
experimented  with  a  "self-completing"  savings  account.  The  bank  ar- 
ranged with  an  insurance  company  to  insure  special  savings  deposits  un- 
der the  following  10-ycar  plan:  You  agreed  to  make  regular  deposits  for 
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10  years  to  be  accumulated  at  a  certain  rate  of  compound  interest.  At  the 
end  of  the  10  years  your  account  would  be  worth,  say,  $1,000.  If  you  died 
during  the  10-year  period,  even  the  first  year,  your  estate  or  other  bene- 
ficiary would  receive  $1,000. 

In  effect,  this  was  a  10-year  endowment  insurance  plan.  It  was  not 
successful  because,  being  a  "short-term"  plan  requiring  a  very  large  an- 
nual deposit  per  $  1 ,000  of  life  insurance  protection,  it  attracted  very  few 
customers.  Men  and  women  who  were  interested  in  endowment  insur- 
ance wanted  ( 1 )  a  much  longer  period  of  protection  for  their  families 
and  (2)  a  larger  amount  of  protection  per  dollar  of  money  deposited. 
They  preferred  20-  or  30-year  endowment  policies  or  endowments  matur- 
ing at  age  65  to  provide  for  their  retirement,  at  rates  per  $1,000  of  insur- 
ance much  lower  than  the  10-year  endowment  rates.  Or,  they  preferred 
to  buy  straight  life  policies  which,  per  dollar  of  premium  provided  even 
larger  amounts  of  protection  and  also  very  substantial  investment  values. 

Cash  Values  as  an  Investment.  The  basic  purpose  of  a  man's  financial 
program  is  nearly  always  the  same:  to  provide  financial  security  for  his 
family  and  himself  against  the  time  when,  inevitably,  his  earnings  will  be 
terminated  by  death  or  by  disability  from  illness  or  accident  or  by  re- 
tirement in  old  age.  The  only  plan  he  can  think  of  that  will  guarantee  an 
income  in  all  these  contingencies  is  life  insurance  with  cash  values. 

However,  for  retirement  income,  he  may  wonder  how  the  cash 
values  of  straight  life  policies  compare,  as  a  long-range  investment,  with 
stocks.  Might  it  not  be  better  to  put  more  of  his  savings  into  stocks  and 
less  into  life  insurance  premiums  as  is  recommended  by  certain  securities 
salesmen;  i.e.,  buy  term  insurance  and  invest  the  "savings  in  premiums" 
in  stocks  (or  mutual  funds  or  variable  annuities)?  He  can  find  the  answer 
to  this  question  in  Chapter  V  of  Mr.  Albert  Linton's  book  How  Life  In- 
surance Can  Serve  You  to  which  reference  has  been  made  in  previous 
chapters.  Mr.  Linton  compares  the  record  of  straight  life  insurance  cash 
values  with  the  plan  of  buying  renewable  term  insurance  and  investing 
the  difference  in  premiums  in  stocks.  In  this  study  Mr.  Linton  assumes 
that  an  equal  amount  of  savings  is  placed  annually  in  each  plan  for  a 
period  of  30  years,  from  age  35  to  65. 

He  calculated  the  net  rate  of  interest  which  separate  investments 
must  yield  in  order  to  duphcate  the  guaranteed  cash  value  of  the  life  in- 
surance contract  at  the  same  age,  say  65;  that  is,  "the  net  rate  of  return, 
after  expenses  and  taxes,  at  which  the  separate  fund  must  be  invested 
in  order  to  have  it  exactly  equal  the  amount  of  the  guaranteed  cash 
value." 

The  results  of  Mr.  Linton's  study  show  that  the  cash  values  of 
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Straight  life  policies  compare  favorably  with  the  return  on  other  invest- 
ments. And,  of  course,  the  cash  values  have  the  advantage  of  being  guar- 
anteed. 

Mr.  Linton's  painstaking  calculations  show  comparisons  for  straight 
life  policies  purchased  at  various  ages  and  of  investments  made  in  differ- 
ent years.  Every  life  underwriter,  and  every  policyowner  who  may  have 
any  doubts  about  life  insurance  contracts  as  a  good  investment,  should 
read  Chapter  V  of  Mr.  Linton's  book. 

Loan-Value  Option.  The  loan-value  option  makes  it  possible  for  the 
policyowner  who  needs  cash,  but  does  not  want  to  give  up  his  insurance, 
to  borrow  any  amount  fully  secured  by  the  cash  value  and  continue  to  be 
insured  for  the  difference  between  the  face  amount  of  the  policy  and  the 
amount  of  the  loan.  Example:  If  the  face  amount  of  the  insurance  is 
$10,000  and  the  amount  of  the  loan  and  interest  is  $500,  the  net  pro- 
ceeds of  the  policy  payable  in  event  of  death  while  the  loan  is  outstanding 
would  be  $9,500.  After  the  loan  is  repaid  to  the  company  the  amount 
of  insurance  will  again  be  $10,000.  The  loan  value  is  available  from  the 
company  at  any  time;  and  the  cash  value  is  prime  security  for  a  bank 
loan. 

An  odd  thing  is  that  some  persons  think  they  should  not  have  to 
pay  interest  on  a  policy  loan  because,  they  say,  "I  own  the  policy  and 
its  cash  value.  Why  should  I  pay  interest  if  I  borrow  some  of  my  own 
money?" 

Perhaps  the  reason  for  this  sort  of  thinking  is  that  they  do  not 
understand  that  a  life  insurance  policy  is  a  property  whose  cash  value, 
like  the  cash  value  of  a  house  or  a  government  bond,  is  obtainable  only 
by  selling  the  property.  When  you  "surrender"  a  policy  for  its  guaranteed 
cash  value  you  are,  in  effect  selling  it  back  to  the  company  for  its  cash 
value. 

Let's  say  that  a  policyowner  also  owns  a  house  and  a  government 
bond.  If  he  obtained  a  mortgage  loan  on  his  real  estate  or  a  bank  loan  on 
the  bond,  would  he  say  that  he  was  borrowing  his  own  money?  Would  he 
say  that  he  owned  both  the  property  and  the  money  he  had  borrowed  and 
therefore  should  not  be  obligated  to  pay  interest  on  the  mortgage  or 
the  bank  loan? 

You  can  own  the  property  (a  life  or  endowment  policy  or  a  bond  or 
real  estate)  or  you  can  sell  it  and  have  its  cash  value. 

Since  a  part  of  the  guaranteed  annual  increase  in  the  cash  value 
must  come  from  interest  earned,  the  company  must  keep  cash  values 
invested  either  by  loaning  the  money  on  mortgages  or  by  purchase  of 
securities  or  by  loaning  it  to  policyowners  on  the  security  of  their  policies. 
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Automatic  Premium  Loan.  In  some  companies  an  automatic  pre- 
mium loan  provision  will  be  in  effect  if  it  has  been  requested  by  the  policy- 
owner in  writing,  either  in  his  application  for  insurance  or  at  any  time 
while  the  pohcy  is  in  force.  If  subsequently  a  premium  is  not  paid  as  re- 
quired and  if  the  loan  value  of  the  policy  is  sufficient,  then  the  premium 
will  be  paid  by  charging  the  amount  of  the  premium  against  the  policy 
as  an  automatic  premium  loan.  Thus,  instead  of  lapsing,  the  policy  will  be 
continued  in  force  and  its  cash  and  loan  values  wiU  be  increased  just  as 
if  the  policyowner  had  paid  the  premium  out  of  his  own  purse  or  bank 
account. 

Of  course,  the  premium  loan,  plus  interest,  would  be  an  indebted- 
ness against  the  policy  until  the  loan  with  interest  was  repaid  and  the 
policyowner  was  again  paying  the  premiums.  In  event  of  death  before 
repayment  of  the  loan,  the  net  proceeds  of  the  poUcy  will  be  the  face 
amount  less  the  total  of  the  automatic  premium  loans  and  the  interest 
due. 

Extended  Term  Insurance.  If  there  is  no  automatic  premium  loan 
provision  in  force,  then  in  case  of  default  in  a  premium  payment,  the  pol- 
icy lapses  and  the  non-forfeiture  provision  of  automatic  extended  term 
insurance  will  apply. 

Under  this  provision  the  cash  value  of  the  poUcy  will  be  used  as  a 
single  premium  to  purchase  fully  paid-up  term  insurance  for  the  full 
amount  of  the  original  insurance.  The  period  of  the  extended  term  in- 
surance will  depend  on  the  number  of  years  the  policy  has  been  in  force. 
Example:  A  man  buys  a  $10,000  straight  life  policy  in  a  certain  com- 
pany at  age  30.  At  the  end  of  the  second  poUcy  year  the  extended  insur- 
ance of  $10,000  would  run  for  3  years  and  274  days.  At  the  end  of  10 
years  (when  he  was  40  years  old)  the  extended  period  would  be  18  years 
and  116  days — to  his  age  58;  at  the  end  of  20  years  the  $10,000  of  term 
insurance  would  run  for  19  years  and  281  days  when  he  would  be  nearly 
70  years  old. 

The  extended  term  insurance  option  could  be  of  special  interest  to  a 
father  of  young  children;  for,  depending  on  their  ages  and  the  number  of 
years  he  had  paid  premiums,  the  period  of  term  insurance  might  afford 
protection  for  the  full  amount  of  the  policy  until  his  children  were  grown. 

Extended  term  insurance  has  diminishing  cash  values  as  year  after 
year  the  remaining  period  of  the  insurance  is  shortened. 

Under  endowment  policies,  after  a  contract  has  been  in  force  for  a 
number  of  years,  the  cash  value  may  be  more  than  enough  to  purchase 
extended  insurance  to  the  end  of  the  endowment  period.  In  such  a  case 
there  wiU  be  a  reduced  amount  of  endowment  payable  at  the  maturity 
date.  Example:  In  a  certain  company,  under  a  $10,000  20-year  endow- 
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merit  policy  issued  at  age  30  and  in  force  10  years  the  extended  insurance 
of  $10,000  would  run  to  the  end  of  the  endowment  period  at  which  time 
there  would  be  an  endowment  payment  of  $4,970. 

Paid-up  Insurance  for  a  Reduced  Amount.  Instead  of  surrendering 
his  policy  for  its  cash  value  or  allowing  it  to  run  as  extended  insurance, 
the  policyowner  may  elect  the  paid-up  insurance  option.  This  option  pro- 
vides for  a  reduced  amount  of  insurance  that  is  fully  paid  up  for  life  under 
life  policies  or  to  the  maturity  date  of  an  endowment  policy  (no  more 
premiums  to  pay). 

Even  though  the  extended  insurance  had  automatically  become 
operative  when  a  policy  lapsed,  the  policyowner  may  within  a  prescribed 
period  of  months  elect  either  to  take  its  cash  value  or  to  have  it  appUed 
to  purchase  a  reduced  amount  of  insurance  that  is  fully  paid  up. 

As  to  the  choice  between  paid-up  or  extended  insurance,  no  general 
rule  will  apply.  Individual  situations  differ  in  various  ways.  Compare  two 
cases  in  which  a  $10,000  straight  life  policy  is  allowed  to  lapse: 

A  young  father  whose  policy  had  been  in  force  only  a  few  years 
would  probably  prefer  $10,000  of  extended  insurance  which  might  run 
until  his  children  had  finished  high  school  or  college  rather  than  $1,000 
or  $2,000  of  insurance  paid  up  for  life. 

So,  too,  might  some  older  men.  But  here  is  one  50  or  60  years  old 
with  married  children  whose  straight  life  policy  has  been  in  force  for  20 
or  30  years.  He  and  his  wife  are  now  concentrating  on  their  provision 
for  his  retirement.  He  might  prefer  the  paid-up  insurance  option  because 
at  age  65  or  later  it  would  have  a  substantial  value  in  cash  or  in  optional 
income.  For  example,  at  age  60  a  $10,000  straight  life  policy  in  one 
company  issued  at  age  30,  would  have  a  paid-up  insurance  value  of 
$7,1 10  whose  cash  value  then  would  be  $5,070;  and  the  cash  value  would 
thereafter  increase  annually  so  long  as  the  paid-up  insurance  was  con- 
tinued in  force. 

A  reduced  amount  of  fully  paid-up  endowment  insurance  would  be 
paid  to  the  policyowner  at  the  end  of  the  endowment  period  (say,  a  20- 
year  endowment  or  an  endowment  at  age  65 ) ;  or,  in  event  of  his  death 
before  the  maturity  date,  the  same  amount  would  be  paid  to  his  bene- 
ficiary. 
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Dividends  and  Optional  Uses 


DivroENDS.  Life  insurance  policies  are  either  participating  or  non- 
participating.  Participating  policies  participate,  by  dividend  pay- 
ments, in  the  company's  surplus  earnings.  Surplus  earnings  are  the  excess 
of  income  over  the  amount  required  to  pay  claims  and  the  cost  of  doing 
business  and  to  maintain  the  legal  reserve  and  also  special  reserves  and 
a  general  surplus  fund  for  various  contingencies. 

Mutual  companies  (i.e.,  companies  owned  by  the  policyowners) 
issue  only  participating  policies.  Of  the  stock  companies,  some  issue  only 
nonparticipating  poHcies;  others  offer  both  participating  and  nonpartici- 
pating  contracts. 

For  safety,  in  view  of  the  impossibility  of  exactly  forecasting  the 
future,  life  insurance  premiums  are  calculated  to  be  more  than  ample  to 
provide  for  the  company's  estimated  contract  obUgations.  In  general, 
therefore,  there  are  annual  savings  in  the  actual  cost  of  mortality  and 
business  expenses  and  also  an  excess  of  interest  received  above  the  rate 
of  2  to  3  per  cent  assumed  in  the  calculation  of  premiums. 

A  portion  of  the  annual  surplus  earnings  may  be  used  to  maintain 
special  reserves  for  specific  purposes  (e.g.,  an  asset  fluctuation  reserve) 
and  a  general  surplus  for  any  and  aU  contingencies.  In  participating 
companies  the  balance  of  the  year's  surplus  earnings  is  distributed  to  the 
policyowners  as  dividends. 

Thus  the  life  insurance  dividend  is  not  a  profit  like  dividends  to  stock- 
holders but  is  a  reduction  in  the  policyowner's  premium  payment.  And, 
unlike  dividends  from  stock,  the  life  insurance  dividend  is  not  includible 
in  the  declaration  of  income  for  the  federal  income  tax.  (But  if  dividends 
are  left  on  deposit  with  the  company,  any  interest  thereon  is  taxable  and 
must  be  paid  each  year. ) 

The  amount  of  the  dividend  varies  according  to  the  amount  of  the 
annual  premium  which,  of  course  varies  according  to  the  type  of  poHcy 
and  the  age  at  which  the  policy  was  issued.  The  amount  of  the  dividend 
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also  varies  according  to  the  number  of  years  the  policy  has  been  in  force. 

Dividends  Not  Guaranteed.  Each  year  a  scale  of  dividends  is  pub- 
lished showing  the  dividends  to  be  paid  by  the  company  during  that  year 
on  policies  issued  in  previous  years.  Dividend  scales  are  not  the  same 
over  the  years.  They  may  remain  the  same  for  a  time;  or  they  may  be  in- 
creased or  reduced,  according  to  the  company's  experience  in  mortality 
and  operating  costs  and  interest  earnings. 

A  dividend  scale  is  not  a  forecast  of  future  dividend  payments. 
Dividend  results  are  not  and  cannot  be  guaranteed  nor  estimated  for  fu- 
ture years. 

However,  by  showing  what  future  results  would  be  if  a  current  scale 
could  be  continued  indefinitely  without  change,  illustrations  based  on  the 
current  scale  will  afford  a  general  idea  of  the  advantages  in  reduction  of 
premium  payments  or  in  the  accumulation  of  dividends  at  compound  in- 
terest or  in  using  dividends  for  the  purchase  of  additional  paid-up  insur- 
ance. 

In  nonparticipating  insurance,  the  company,  by  using  surplus  earn- 
ings to  pay  a  part  of  the  cost  of  doing  business  is  able  to  reduce  the 
"loading"  for  expenses  in  the  calculation  of  premiums.  So  the  non- 
participating  premium  rates  are  somewhat  lower  than  the  participating 
rates  and  are  fixed  or  constant,  always  the  same  for  the  entire  duration 
of  the  contract. 

In  nonparticipating  insurance  (issued  by  stock  companies)  surplus 
earnings  which  are  not  required  for  expenses,  the  maintenance  of  special 
reserves  and  the  general  surplus  are  distributed  as  dividends  to  stock- 
holders. 

Dividend  Options.  Annual  dividends  from  participating  policies 
maybe 

1.  Taken  in  cash;  or 

2.  Applied  to  reduce  the  premium  payments;  or 

3.  Left  on  deposit  with  the  company  to  accumulate  at  compound  interest; 
or 

4.  Applied  as  a  "single  premium"  to  purchase  fully  paid-up  additional 
life  or  endowment  insurance. 

5.  In  some  companies  under  certain  policies  a  fifth  dividend  option  can 
be  made  available  as  follows:  Subject  to  certain  conditions,  on  any 
policy  anniversary  the  company  will,  from  dividends  on  deposit  if 
sufficient,  apply  enough  to  provide  term  insurance  for  one  year  be- 
ginning on  that  anniversary  for  an  amount  equal  to  the  cash  value  for 
the  next  policy  anniversary.  Thus,  in  event  of  death  during  that  year 
the  proceeds  of  the  policy  will  be  increased  by  the  amount  of  said 
cash  value. 
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Dividends  Taken  in  Cash  or  Applied  to  Reduce  the  Premium  Pay- 
ments. Example:  The  annual  gross  premium  in  one  company  for  a 
$10,000  participating  straight  life  policy  issued  at  age  30  is  $202.40.  If 
the  policyowner  took  his  first  dividend  (1960  scale)  of  $20.80  in  cash 
or  used  it  to  reduce  his  payments  to  the  company,  the  net  cost  to  him  on 
the  next  premium  payment  would  be  $181.60;  for  a  policy  in  force  10 
years  with  a  dividend  of  $42.20,  the  net  outlay  for  the  next  year  would 
be  $160.20. 

Dividends  Left  on  Deposit  at  Interest.  Dividends  may  be  left  on  de- 
posit with  the  company  at  interest  compounded  annually.  Thus  the  value 
of  the  poUcy  is  increased  (as  to  its  cash  value  at  any  time  or  the  amount 
payable  at  death)  by  the  amount  of  the  dividend  deposits  and  compound 
interest.  Based  on  the  above  illustration  for  age  30,  interest  accumula- 
tions would  amount  to  $319.98  at  the  end  of  the  tenth  year  (not  guar- 
anteed). It  should  be  noted  that  the  yearly  interest  on  dividend  accumu- 
lations is  taxable  as  income. 

Dividends  and  interest  may  be  withdrawn  at  any  time.  However,  if 
they  are  left  on  deposit,  eventually  the  total  of  the  guaranteed  cash  value 
and  the  accumulated  dividends  will  be  sufficient: 

1.  To  make  a  straight  life  policy  fully  paid  up  for  life  (no  more  pre- 
miums to  pay) ;  or 

2.  To  shorten  the  premium-paying  period  of  a  Umited-payment  policy; 
(e.g.,  to  make  a  20-payment  life  policy  paid  up  in  less  than  20  years) ; 
or 

3.  To  mature  a  life  policy  for  its  full  face  amount  as  if  it  were  an  endow- 
ment policy;  or 

4.  To  shorten  the  period  of  an  endowment  contract  (e.g.,  to  mature  a  20- 
year  endowment  in  less  than  20  years ) . 

To  illustrate  possible  (but  not  guaranteed)  results,  on  the  basis  of 
the  1960  dividend  scale  and  rate  of  interest  of  the  above  company:  If  the 
dividend  accumulations  were  continued,  with  no  withdrawals,  a  straight 
life  poUcy  issued  at  age  30  could  be  made  fuUy  paid  up  at  age  58  (no 
more  premiums  to  pay) ;  or  a  $10,000  straight  life  policy  would  be  worth 
$10,000  in  cash  at  age  67. 

Paid-up  Additions.  The  annual  dividend  may  be  applied,  without 
payment  of  a  sales  commission,  to  the  purchase  of  fully  paid-up  addi- 
tional insurance  which  increases  ( 1 )  the  amount  of  the  death  benefit,  and 
(2)  the  cash  value  of  the  policy. 

Under  a  life  poUcy  the  additional  insurance  is  paid-up  for  life. 

Under  an  endowment  policy,  the  additions  are  fully  paid-up  en- 
dowment insurance,  adding  to  the  amount  payable  (1)  at  death  or  (2) 
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at  maturity  of  the  endowment  or  ( 3 )  upon  surrender  of  the  policy  prior 
to  maturity. 

The  cash  value  of  paid-up  additions  is  increased  annually  during 
the  continuance  of  the  policy.  Like  dividend  deposits  at  interest,  the  cash 
value  of  paid-up  additions  may  be  used  ( 1 )  to  make  a  straight  life  policy 
fully  paid  up;  or  (2)  to  shorten  the  premium-paying  period  of  a  limited 
payment  life  policy  (e.g.,  to  make  a  20-payment  life  policy  fully  paid  up 
in  less  than  20  years);  or  (3)  to  mature  a  life  policy  as  if  it  were  an 
endowment  policy;  or  (4)  to  shorten  the  period  of  an  endowment  policy 
(e.g.,  mature  a  20-year  endowment  in  less  than  20  years). 

Of  course,  it  would  take  some  years  longer  to  accomplish  either 
result  from  paid-up  additions  than  would  be  required  with  dividends  ac- 
cumulated at  interest.  For  dividends  used  for  the  paid-up  additions  would 
have  purchased  additional  insurance,  making  the  total  payable  in  event 
of  death  greater  than  would  be  available  if  dividends  had  been  accumu- 
lated at  interest. 


Dividends  on  Deposit  vs.  Paid-up  Additions.  Looking  forward  to 
using  his  dividends  to  make  a  straight  life  policy  fully  paid  up  or  to  ma- 
ture it  as  an  endowment,  a  policyowner  may  be  wondering  whether  he 
should  use  the  dividend  accumulation  plan  or  the  paid-up  addition  plan. 

The  dividend  accumulation  plan  would  accomplish  either  result 
some  years  earlier  than  the  insurance  additions  plan.  However,  if  the 
policyowner's  first  concern  is  the  protection  of  a  beneficiary  he  would 
elect  the  paid-up  additions  plan,  which  would  provide  the  larger  payment 
at  death. 

Age  65.  Though  dividend  scales  vary  from  time  to  time  and  it  is 
impossible  to  forecast  accurately  dividends  to  age  65,  the  average  results 
are  sufficiently  steady  to  make  it  interesting  to  note  the  following:  For  a 
$10,000  straight  life  policy  issued  by  a  certain  company  at  age  40,  if 
dividends  were  used  to  reduce  premiums  and  if  its  1960  dividend  scale 
were  continued  without  change,  the  record  would  be  as  follows  on  sur- 
render of  the  policy  at  age  65 : 

Guaranteed  cash  value  $5, 1 80 

Termination  dividend  225 

Total  cash  value  $5,405 

Total  gross  premiums  to  age  65  $6,995 

Estimated  dividends  to  age  65  1,766 

Total  net  premiums  paid  $5,229 

Excess  of  cash  value  over  net  premiums  paid  $    1 76 

Thus,  to  age  65  the  policyowner  would  for  25  years  have  paid  his 
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share  of  the  company's  death  claims  and  expenses  and,  if  the  results  were  i 
approximately  as  illustrated,  he  could,  at  65,  exchange  his  policy  for  as 
much  as  he  had  paid  in  premiums  or  for  a  little  less  or  possibly  a  little 
more. 

Current  Dividend  Scales  and  Actual  Dividend  Histories.  Current 
dividend  scales  generally  compare  favorably  with  the  dividends  actually 
paid  in  past  years. 

This  fact  is  especially  interesting  in  view  of  the  many  various  changes 
in  economic,  financial,  and  other  factors  that  inevitably  take  place  over 
the  years.  Obviously,  a  company's  dividend  scales  vary  from  time  to  time 
according  to  mortality  experience,  interest  earnings,  and  the  cost  of  doing 
business.  Examples  of  changes:  ( 1 )  Due  to  advances  in  medical  care  and 
surgery,  as  well  as  in  public  health  measures,  mortality  costs  are  now 
lower  than  in  the  past.  (2)  Operating  costs  for  salaries  and  rents,  or  the 
maintenance  of  owned  buildings,  equipment,  supplies,  etc.,  are  at  present 
much  higher  than  only  a  few  years  ago.  (3)  In  1959,  the  companies  were  i 
able  to  buy  the  best  bonds  at  lower  prices  and  higher  yields  than  only  a 
few  years  earlier.  But  when  the  prices  of  bonds  rose  again  the  yield  on 
new  purchases  was  again  reduced. 

By  constantly  studying  trends  in  the  general  economy,  finance,  and 
mortality  and  by  devising  ways  and  means  of  coping  with  adverse 
changes,  the  companies  succeed  in  keeping  the  cost  of  insurance  at  satis- 
factory levels. 

Using  Dividends  to  Purchase  New  Insurance.  In  order  to  obtain 
a  still  larger  amount  of  insurance  protection  for  his  family,  the  policy- 
owner could  ( 1 )  elect  to  receive  his  dividends  in  cash  and  continue  to  i 
pay  the  full  amount  of  his  gross  premiums  as  he  did  when  he  paid  his 
first  premium  and  (2)  apply  his  dividends  toward  the  purchase  of  a  newi 
policy. 

Currently,  in  some  companies,  the  first  dividend  on  a  $10,000 
straight  life  policy  might  be  enough  or  almost  enough  to  pay  the  first 
annual  premium  on  a  new  $1,000  policy  of  the  same  kind.  Continuing  to 
use  the  dividend  for  this  purpose,  the  policyowner  could  for  a  trivial  ad- ' 
ditional  outlay  increase  his  insurance  protection  from  $10,000  to! 
$11,000,  a  gain  of  10  per  cent.  Similarly,  the  cash  dividends  of  ai 
$100,000  pohcy  could  be  used  to  maintain  an  additional  $10,000  of 
protection,  making  a  total  of  $  1 1 0,000. 

Some  years  later  the  increase  in  dividends  might  be  sufficient  toj 
pay  the  premiums  on  another  additional  10  per  cent  of  insurance. 
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READING  a  life  insurance  policy  is  not  a  dull  chore  when  you  take  it  in 
k.  small  doses,  one  section  or  topic  at  a  sitting.  Indeed  it  can  be  an 
interesting  and  rewarding  experience — especially  if  you  are  thinking  of 
the  financial  stake  you  and  your  family  have  in  this  contract.  Except  for 
your  marriage  license  it  might  be  the  most  important  document  in  your 
life,  as,  truly,  it  has  been  in  the  lives  of  thousands  of  families. 

You  are  paying  not  only  for  the  insurance,  but  also  for  certain  rights, 
privileges,  and  services  available  during  your  lifetime  or  to  your  bene- 
ficiary if  she  survives  you. 

One  of  the  most  important  of  all  the  policy  provisions  is  the  section 
on  optional  settlements.  In  the  main,  the  purposes  of  these  options  are  to 
conserve  the  principal  and  provide  guaranteed  income  to  the  bene- 
ficiary, instead  of  leaving  a  lump  sum  for  her  to  manage  or,  unhappily,  to 
mismanage. 

For  the  policyowner  who  lives  to  retire,  these  same  options  may  be 
used  to  assure  him  an  income  from  maturing  endowments  or  from  the 
cash  values  of  life  and  endowment  policies.  These  options  afford  the  ex- 
tremely valuable  service  of  the  financial  management  of  the  life  insurance 
proceeds  for  the  policyowner  or  his  beneficiaries  without  additional  pre- 
mium or  fee. 

What  is  said  in  the  following  pages  is  an  explanation  only  of  the 
main  points  of  the  various  plans.  For  complete  details  one  should  read  the 
policy  contracts. 

Option  to  Policyowner.  He  may  elect  one  or  more  of  these  options 
for  his  beneficiary  in  his  application  for  a  policy  or  he  may  do  so  after 
the  policy  is  in  force,  as  provided  in  the  contract.  Or,  if  he  elects  an  option 
and  wishes  later  to  revoke  it  or  use  a  different  one,  he  may  make  the 
change  by  written  application  to  the  company. 

Option  to  the  Widow.  If  the  policyowner  does  not  elect  any  settle- 
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merit  options  for  his  beneficiary,  she  will  have  the  right,  within  a  pre- 
scribed period  following  his  death,  to  make  an  election  for  herself, 
provided  she  has  not  previously  accepted  and  deposited  a  check  in  pay-i 
ment  of  the  insurance  in  a  lump  sum. 

Deposit  at  Interest.  Already,  several  times,  we  have  referred  to  the 
option  of  leaving  the  proceeds  of  the  poUcy  on  deposit  with  the  life  in- 
surance company  at  interest,  with  the  right  to  the  beneficiary  to  withdraw 
portions  of  the  fund  from  time  to  time  (or  to  take  the  entire  amount 
for  use  or  for  investment  or  to  establish  a  trust) .  | 

It  would  seem  wise  always,  //  one  expects  his  beneficiary  to  have 
the  management  of  her  money,  to  elect  this  deposit  option.  For  two; 
reasons :  ! 

1.  The  money  on  deposit  would  be  earning  interest,  whereas  if  it  had 
been  paid  to  the  beneficiary  in  a  lump  sum  it  might  be  some  time 
(possibly  a  long  while)  before  it  was  invested  and  producing  any  in-i 
come. 

2.  As  this  deposit  with  the  life  insurance  company  would  not  be  a  check- 
ing account  but,  like  a  savings-bank  account,  could  be  drawn  on  only 
by  apphcation  to  the  company,  the  beneficiary  would  be  less  likely, 
on  impulse,  to  use  any  of  her  money  unwisely  for  herself  or  other 
persons  or  for  the  purchase  of  speculative  investments.  She  would •) 
be  more  inclined  to  think  twice  before  applying  for  withdrawal  of 
funds. 

A  policyowner  may  be  considering,  but  postponing,  as  he  is  Hkely  to 
do,  a  decision  whether  to  leave  a  policy  intended  for  income  as  it  is,i 
payable  in  a  lump  sum,  or  to  have  the  proceeds  settled  under  one  of  the 
settlement  options.  In  this  uncertainty,  it  would  be  wise  for  him  to  elect 
the  deposit  option  at  once.  Later,  as  provided  in  the  poUcy,  he  can,  if  he 
wishes,  change  to  an  income  option;  but  if  he  dies  without  having  done  so, 
the  policy  proceeds  wiU  be  on  deposit  with  the  company,  earning  in- 
terest for  the  beneficiary. 

When  a  man  has  elected  the  deposit  option  and  dies,  the  company, , 
instead  of  sending  the  widow  a  check,  notifies  her  that  it  is  holding  the 
money  for  her  at  interest,  saying  in  effect,  "In  accordance  with  your 
husband's  instructions,  we  are  holding  the  money  safe  for  you.  It  is 
earning  interest.  When  you  need  some  of  it,  write  and  let  us  know." 

The  beneficiary  can  decide  whether  to  continue  to  leave  the  money 
with  the  company,  at  interest,  or  to  elect  an  installment  income  option  for 
herself,  or  withdraw  her  funds  for  use  or  for  investment  or  for  establish- 
ing a  trust  fund. 
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Limited  Installment  Option.  This  option  provides  a  guaranteed  in- 
some  for  a  specified  or  fixed  period  of  years.  The  income  consists  of  equal 
installment  payments  of  the  principal  and  interest  at  a  guaranteed  rate, 
say,  21/2  to  3  per  cent.  At  the  end  of  this  period  the  entire  proceeds  of 
the  policy  have  been  paid  out. 

The  policy  contains  a  table  showing  the  amount  of  guaranteed  in- 
come per  $1,000  of  policy  proceeds  for  various  periods,  from  one  year 
to  20,  25  or  30  years  (according  to  the  company) .  E.g.,  if  the  policy  pro- 
ceeds amounted  to  $10,000  and  the  rate  of  interest  were  21/2  per  cent, 
the  guaranteed  installment  income  for  20  years  would  be  $52.70  per 
month  (a  total  of  $632.40  a  year) . 

There  are  many  practical  uses  for  this  option.  For  example: 

1 .  To  pay  a  semi-annual  income  for  college  tuition,  starting  at,  say,  age 
18;  and  also  a  monthly  income  for  room  and  board  and  other  expenses 
through  the  four  years. 

2.  To  guarantee  an  income  to  a  widow  for  a  period  of  years  sufficient 
to  last,  at  least,  until  the  youngest  child  is  grown.  In  some  cases,  this 
and  social  security,  if  there  are  children  under  age  18,  might  be  the 
family's  only  income. 

3.  When  there  is  a  life  income  to  the  widow,  additional  income  could 
be  provided  by  a  policy  settled  under  the  limited  installment  option 
to  increase  the  income  for  a  definite  period,  such  as  the  normal  de- 
pendency of  the  children. 

A  second  (contingent)  beneficiary  may  be  named  to  receive  any 
unpaid  instalhnents,  in  case  the  first  beneficiary  dies  before  all  payments 
for  the  full  fixed  period  have  been  made.  For  example,  if  the  fixed  period 
is  20  years  and  the  first  beneficiary,  say,  the  widow,  dies  after  having  re- 
ceived payments  for  1 1  years  and  5  months,  the  remaining  payments  for 
8  years  and  7  months  will  be  made  to  a  second  named  beneficiary,  say,  a 
son  or  a  daughter.  Or,  if  there  is  no  second  beneficiary,  the  cash  value 
("commuted  value")  of  the  remaining  installments  will  be  paid  to  the 
first  beneficiary's  estate. 

In  many  cases,  if  the  company  earns  more  interest  than  the  guaran- 
teed rate,  such  surplus  interest  declared  by  the  company  would  be  paid  in 
addition  to  the  guaranteed  income.  Normally  this  excess  interest  would 
decrease  from  year  to  year,  as  the  principal  was  used  to  make  the  guaran- 
teed payments. 

Fixed  Amount.  There  are  two  forms  of  limited  installment  income, 
the  one  for  a  fixed  period  just  described;  the  other,  for  a  fixed  amount. 
The  following  illustrations  are  for  $10,000  of  policy  proceeds. 
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Under  the  fixed-period  plan,  payments  are  for  odd  amounts  of  in- 
come during  a  period  of  even  or  full  years;  e.g.,  for  $10,000  of  proceeds, 
$52.70  a  month  for  20  years  if  the  interest  rate  is  2Vi  per  cent. 

Under  the  fixed  amount  plan,  which  some  persons  prefer,  the  pay- 
ments are  even  amounts  for  odd  periods  of  time — until  the  proceeds  with 
interest  are  exhausted;  e.g.,  for  $10,000  of  proceeds,  $50  a  month  for 
21  years  and  5  months  (at  2Vi  per  cent).  Any  surplus  interest  declared 
is  usually  applied  to  extend  the  payment  period. 

(The  policy  does  not  usually  contain  a  table  of  payment  periods 
under  the  fixed-amount  plan,  but  they  can  be  quoted  by  the  agent  from 
the  company's  rate  book. ) 

If  you  were  buying  a  new  policy  and  wanted  it  settled  in  limited 
installments  of  a  "fixed  or  even  amount"  for  a  "fixed  or  even  period," 
you  would  apply  for  an  odd  amount  of  life  insurance.  For  an  income  of 
$50  a  month  for  20  years,  the  face  amount  of  life  insurance  required 
(on  a  2Vi  per  cent  interest  basis)  would  be  $9,487.* 

Life  Income.  There  are  two  options  that  provide  monthly  income  for 
life — (1)  income  from  interest  only  (deposit  or  interest  option)  and  (2) 
a  life  annuity  plan  called  continuous  instaUments. 

Interest  Income  for  Life.  Under  the  interest  income  option,  the 
policyowner  may  direct  the  company  to  retain  the  proceeds  of  the  insur- 
ance and  pay,  say,  to  his  "wife  Mary"  (primary  beneficiary)  a  guaranteed 
amount  of  monthly  income  from  interest  only  as  long  as  she  lives  (2, 
2l^  or  2V^  per  cent,  according  to  the  company) . 

In  addition,  a  surplus  or  excess  interest  dividend  may  be  paid,  as 
declared  by  the  company  (not  guaranteed).  The  total  of  guaranteed  and 
surplus  interest  might  be  3,  3  V^  or  3^/6  per  cent. 

At  the  wife's  death  the  principal  sum  could  be  payable  to  the  con- 
tingent beneficiary,  say,  a  son  or  a  daughter  or  both  or,  if  there  were  no 
secondary  beneficiary,  it  would  be  paid  to  the  wife's  estate. 

Or,  instead  of  having  the  principal  sum  paid  at  his  wife's  death,  the 
policyowner  could  arrange  with  the  company  to  continue  to  pay  interest 
to  a  second  beneficiary  (say,  a  "daughter")  for  her  lifetime  and  at  her 
death  pay  the  principal  sum  to  a  third  beneficiary,  perhaps  a  grandchild, 
or  to  his  daughter's  estate  if  there  were  no  third  named  beneficiary. 

Because  of  the  laws  against  "perpetuities,"  the  general  rule  in  life 
insurance  permits  the  retention  of  principal  and  payment  of  interest 
through  only  two  successive  "lives  in  being"  say,  a  "wife  Mary"  and 

*  Such  settlement  plans  also  offer  a  tax  advantage.  In  the  United  States,  when  pro- 
ceeds are  payable  to  a  surviving  spouse  in  installments  combining  principal  and 
interest,  the  interest  element  in  such  payments  is  tax-free  up  to  $1,000  annually. 
This  is  not  applicable  in  Canada. 
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"daughter  Jane"  or  to  a  "daughter  Jane"  and  "grandson  John."  However, 
we  have  heard  of  one  company  that  will  agree  to  continue  interest  through 
the  life  of  a  third  life  in  being.  A  "life  in  being"  is  a  living  person  who  can 
be  appointed  by  name.  On  the  other  hand,  many  companies  limit  interest 
payments  to  a  second  or  third  beneficiary  to  a  period  of  30  years  after 
the  insured's  death. 

As  an  example  of  the  long  periods  for  which  a  life  insurance  com- 
pany might  become  obligated  to  beneficiaries  under  this  interest  income 
option:  suppose  a  man  died  when  his  wife  was  35  years  old  and  she  hved 
to  be  75.  And  suppose  the  interest  was  continued  to  his  daughter  for  life 
and  that  she  (50  at  her  mother's  death)  lived  to  age  80.  The  company 
would  have  paid  interest  to  the  beneficiaries  for  70  years!  At  the  daugh- 
ter's death,  after  70  years  of  interest  payments,  the  original  amount  of 
proceeds  would  be  payable  to  the  daughter's  estate,  or,  say,  to  her 
daughter,  the  policyowner's  granddaughter. 

The  interest  option  is,  of  course,  an  admirable  plan  for  men  who  can 
afford  to  own  enough  life  insurance  and,  perhaps,  other  properties,  to 
produce  a  sufficient  life  income  from  interest  alone.  But,  for  a  life  income, 
most  men  would  find  it  advisable  to  use  the  continuous  installment  plan. 


Continuous  Installment  Life  Income.  The  continuous  installment 
life  income  plan  is  unique. 

It  is  available  only  from  a  life  insurance  company.  For  a  given 
amount  of  policy  proceeds  it  guarantees  a  life  income  larger  than  interest 
— much  larger  at  the  older  ages,  i.e.,  the  ages  of  beneficiaries  at  the  death 
of  the  insured.  Or,  to  put  it  another  way,  a  smaller  amount  of  life  insur- 
ance would  be  required  to  produce  a  given  amount  of  life  income  from 
continuous  installments  than  from  interest  alone. 

Unless  a  man  is  wealthy,  or  at  least  very  well  off,  his  primary  con- 
cern is  not  to  establish  a  life  insurance  fund  which,  after  paying  interest 
to  his  widow  for  her  lifetime,  will  be  passed  on  to  future  generations. 

Most  of  us  must  be  content,  and  our  families  will  be  well  served,  if 
from  our  more  limited  means  we  can  provide  ample  income  for  them 
until  our  children  are  grown,  in  any  event;  and,  thereafter,  essential  in- 
come for  our  wives,  if  they  are  still  living,  for  the  rest  of  their  lives. 

The  continuous  installment  income  consists  of  two  parts:  (1)  a 
"period  certain"  of,  usually  10  or  20  years,  followed  by  (2)  a  life  an- 
nuity. 

Part  1 :  Beginning  at  the  death  of  the  policyowner,  the  income  will 
be  paid  for  the  full  certain  period  of  10  or  20  years  whether  the  primary 
beneficiary  (usually  the  widow)  lives  to  the  end  of  the  period  or  not. 
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If  she  dies  before  the  end  of  the  period,  the  income  for  the  balance 
of  the  10  or  20  years  will  be  paid  to  a  contingent  (second)  beneficiary, 
usually  a  child  (or  children).  Example:  If  the  certain  period  is  20  years 
and  the  widow  dies  at  the  end  of  ten  years  and  five  months,  the  income 
for  the  remaining  nine  years  and  seven  months  will  be  paid  for  the 
benefit  of  the  children. 

Or,  if  there  were  no  contingent  beneficiary,  the  cash  value  ("com- 
muted value")  of  the  payments  guaranteed  for  the  remaining  nine  years 
and  seven  months  would  be  paid  in  one  sum  to  the  widow's  estate. 

If  the  wife  predeceased  her  husband,  the  full  proceeds  could  be 
payable  to  the  child,  in  cash  or  income.  If  the  wife  died  soon  after  the 
husband's  death,  the  income  she  would  have  received  would  be  paid  to 
the  child  for  the  entire  certain  period  of  10  or  20  years. 

Part  2 :  The  second  part  of  the  continuous  installment  income  is  a 
life  annuity,  which  begins  if  the  beneficiary  is  living  at  the  end  of  the 
10  or  20  year  period-certain  and  is  guaranteed  for  the  rest  of  her  life- 
time, no  matter  how  long  she  fives,  ceasing  at  her  death. 

Thus  the  continuous  instaUment  plan  provides  in  any  event  for  the 
years  while  the  children  are  growing  up  and  becoming  established — even 
though  their  mother  dies  while  they  are  young.  But  no  matter  how  long 
she  fives,  she  wiU  receive  the  same  guaranteed  income. 

The  amount  of  the  continuous  installment  income  per  $1,000  of 
poficy  proceeds  wiU  depend  on  three  factors :  ( 1 )  whether  the  primary 
beneficiary  is  male  or  female,  (2)  the  beneficiary's  age  at  the  time  of  the 
policyowner's  death  and  (3)  the  duration  of  the  certain  period — 10  or 
20  years. 

1 .  As,  on  the  average,  women  live  longer  than  men,  the  fewer  monthly 
payments  to  men  are  larger  than  payments  to  women  of  the  same  age. 

2.  Since,  on  the  average,  older  persons  will  not  five  so  long  as  the  younger 
ones,  the  older  the  beneficiary  when  the  poficyowner  dies,  the  larger 
the  payments  wiU  be. 

3.  Of  course  the  payments  wiU  be  a  little  larger  for  the  10-year  certain 
period  than  for  the  20-year  certain  period. 


During  the  certain  period  of  10  or  20  years  the  income  may  be  in- 
creased by  an  additional  payment  of  annual  interest,  (as  declared  by  the 
company)  from  surplus  earnings  on  the  graduaUy  diminishing  commuted 
value  of  the  future  "certain"  payments.  Thus,  at  a  given  rate,  the  addi- 
tional interest  paid  during  the  earfier  years  would  be  much  larger  than 
during  the  later  years  of  the  certain  period. 

Refund  Annuity.  An  option  available  in  some  policies,  in  fieu  of 
continuous  installments  with  a  certain  period,  is  the  refund  annuity — a 
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life  income  to  the  primary  beneficiary  with  the  provision  that  if  she  dies 
before  the  total  of  income  payments  she  has  received  is  equal  to  the 
original  proceeds,  (principal  sum)  of  the  policy,  the  difference  will  be 
paid  to  a  contingent  beneficiary,  in  cash  or  in  installments,  as  elected. 

Straight  Annuity.  In  the  policies  of  some  companies,  there  is  an 
option  of  a  life  annuity  without  provision  for  a  refund  or  for  a  period  cer- 
tain. This  provides  the  maximum  life  income  to  the  primary  beneficiary 
but  no  protection  for  a  contingent  beneficiary.  So  it  would,  as  a  rule,  be 
elected  only  if  there  were  no  children  or  other  person  to  be  protected. 

Retirement  Income  for  the  Policyowner.  By  electing  an  income 
settlement  for  matured  endowments  or  for  the  cash  values  of  life  and 
endowment  policies,  as  he  will  have  the  right  to  do,  a  policyowner  may 
obtain  for  himself  the  assurance  of  a  monthly  annuity  income  for  life, 
with  or  without  a  period  certain.  The  annuity  income  will  be  larger  for  a 
man  than  for  a  woman,  and  will  be  larger  for  an  annuity  without  a  period 
certain  than  if  there  is  a  period  certain.  Or,  if  it  is  preferred,  a  smaller 
retirement  income  may  be  received  from  interest  alone,  leaving  the 
principal  to  be  paid  at  death. 

Joint  Annuity  for  Husband  and  Wife.  In  some  companies,  the  pro- 
ceeds of  matured  endowments  or  the  cash  values  of  life  and  endowment 
policies  may  be  settled  as  a  "joint-and-survivor"  annuity  to  two  persons. 
Thus  a  policyowner  may  provide  an  annuity  income  payable  to  himself 
and  his  wife  while  both  are  living  and,  after  the  death  of  one  of  them,  to 
the  survivor  as  long  as  he  or  she  may  Uve. 

There  are  two  plans  of  joint  and  survivor  annuities:  (1)  the  same 
amount  of  income  to  the  survivor  as  had  been  paid  while  both  were 
living,  or  (2)  a  larger  income  while  both  are  living  and  three-fourths, 
two-thirds,  or  one-half  as  much  to  the  survivor,  in  recognition  of  the  fact 
that  a  larger  income  is  needed  for  two  persons  than  for  one. 

Continuous  Installments  vs.  Interest.  Using  a  simple  illustration,  let 
us  compare  interest  income  with  the  continuous  installment  annuity  in- 
come. 

A  young  man  has  decided  to  have  a  policy  settled  as  a  life  income 
for  his  wife.  Should  he  elect  the  option  of  income  from  interest  only  or  an 
armuity  option. 

His  wife  is  30  years  old.  It  is  probable  that  she  would  be  in  middle 
or  later  life  at  his  death,  when  the  installment  or  annuity  income  rates 
for  life  are  considerably  or  much  larger  than  the  interest  rate  of,  say  3 
per  cent.  Yet  he  might  die  while  she  is  young,  when  the  installment  rates 
were  not  very  much  higher  than  income  from  interest  only,  in  which  case 
"interest  only"  would  be  the  better  plan  because  the  principal  of  the 
proceeds  would  remain  intact  to  be  paid  at  his  wife's  death. 

Some  companies  would  resolve  this  dilemma  by  arranging  to  pay 
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interest  only  for  a  specified  number  of  years  or  to  a  specified  age — and 
then  pay  continuous  installments  at  a  higher  rate  based  on  the  older  age. 
For  example,  a  policyowner  whose  wife  is  30  years  old  requests  that,  if 
he  dies  before  she  is  50,  she  shall  receive  income  from  interest  only  until 
she  is  50.  Then  for  the  rest  of  her  life  she  shall  receive  a  larger  income 
from  continuous  installments,  based  on  age  50,  with  20  years  certain. 

Suppose  he  dies  when  she  is  35.  For  15  years  (until  she  is  50)  she 
will  receive  interest  at  a  guaranteed  rate  of  2V^  per  cent.  Then,  from  age 
50,  she  will  receive  the  continuous  installment  income  (20  years  certain) 
based  on  age  50 — $44.28  per  year  per  $1,000  of  proceeds  (based  on  a 
2Vi  per  cent  reserve  basis) — guaranteed  for  20  years  and  for  the  rest  of 
her  life.  In  addition,  under  a  participating  contract,  she  would  receive 
surplus  interest,  as  declared,  during  the  20  year  period. 

10-Years  Certain  vs.  20-Years  Certain.  Compare  the  10-  and  20- 
year  periods  certain  when  there  are  children. 

A  man  who  owns  a  $10,000  policy  payable  to  his  wife  has  decided 
to  have  it  settled  under  the  life  income  option  (continuous  installments). 
His  daughter  is  the  contingent  beneficiary.  Should  he  elect  the  10-  or  the 
20-year-certain  period?  What  is  the  possible  maximum  the  contingent 
beneficiary  might  receive  under  the  two  plans? 

Take  a  case  where  the  contingent  beneficiary  would  be  entitled  to  re- 
ceive the  income  for  the  full-period  certain:  Suppose  a  man  and  his  wife 
(45)  were  together  in  an  accident  in  which  he  was  killed  instantly  and  she 
died  a  few  days  later.  The  daughter  would  be  entitled  to  receive  the  in- 
come for  the  full  certain  period  ( 10  or  20  years) . 

According  to  the  IVi  per  cent  tables  in  some  policies,  for  the 
mother's  age,  say,  45,  for  $10,000  of  proceeds  the  income  for  life  v^th 
10  years  certain  would  be  $37.60  a  month  ($451.20  a  year).  For  20 
years  certain,  it  would  be  $36.40  a  month,  or  $436.80  for  a  year — a 
difference  of  only  $14.40  per  annum.* 

The  daughter's  total  income  for  10  years  certain  would  be  $4,512. 
For  20  years  certain  it  would  be  $8,736. 

Another  example:  Suppose  the  wife  (45)  survived  her  husband  for 
just  10  years.  If  the  period  certain  were  10  years,  there  would  be  no  in- 
come to  the  daughter.  But,  with  20  years  certain,  she  would  receive 
$436.80  a  year  ($36.40  monthly)  for  10  years,  a  total  of  $4,368. 

With  these  figures  in  view,  the  policyowner  will  naturally  elect  the 
20-year  period  certain.  But  he  is  likely  to  be  puzzled.  He  wonders  how, 
and  why  there  could  be  such  a  great  difference.  His  life  underwriter  would 
explain  it,  in  part,  as  follows:  Suppose  the  policyowner  should  die  very 

*  See  page  43  Life  Insurance  Settlement  Options  by  Redeker  and  Reid,  Little  Brown 
and  Company,  1957. 
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soon.  At  the  end  of  10  years,  his  wife's  age  (now  45 )  would  be  55.  At  the 
end  of  20  years  it  would  be  65. 

The  continuous  installment  income  consists  of  two  parts,  the  period 
certain  and  a  life  annuity,  which  starts  at  the  end  of  the  period  certain.  An 
annuity  starting  at  age  65  would  cost  substantially  less  than  one  beginning 
at  age  55.  For,  on  the  average,  persons  aged  65  will  have  shorter  lives 
and,  therefore,  receive  fewer  annuity  payments  than  those  who  are  only 
55  years  old.  So,  with  considerably  less  money  needed  for  an  annuity  at 
65  than  at  55,  there  would  be  substantially  more  of  the  $10,000  available 
for  the  20-year  certain  period  than  for  the  10-year  period.  And  there 
would  be  more  compound  interest  earned  during  the  20-year  period  than 
during  a  10-year  period. 

Obviously,  for  the  protection  of  secondary  beneficiaries,  the  20- 
year  certain  period  is  to  be  preferred. 

Federal  Income-Tax  Advantage.  A  distinct  advantage  in  reducing 
the  federal  income  tax  on  retirement  income  may  be  had  by  taking  one's 
guaranteed  cash  values,  at  age  60  or  65  or  later,  in  the  form  of  a  life  an- 
nuity. 

In  Form  1040  of  the  federal  income  tax  return,  page  3,  Schedule  E 
(for  pensions  and  annuities)  is  a  formula  for  reporting  income  from  an- 
nuities. In  effect  it  provides  for  a  very  substantial  deduction  from  the 
amount  of  the  annuity  income. 

We  know  a  couple  who  have  a  joint-and-survivor  annuity  of  $650 
a  month  ($7,800  a  year)  payable  while  both  are  living.  After  the  first 
death,  the  survivor  will  receive  $6,300  a  year  for  life. 

Recently,  instead  of  being  required  to  report  $7,800  as  taxable  in- 
come, they  were  taxed  on  only  $2,896.63.  Thus,  in  effect,  they  had  a  de- 
duction applicable  to  their  annuity  income  of  $4,903.37. 

Longevity  of  Annuitants.  On  the  average,  annuitants  (persons  who 
have  annuities)  live  longer  than  others.  Compare  two  mortality  tables — 
based  on  experience. 

The  life  insurance  mortality  table,  now  used  in  computing  life  in- 
surance premiums  (1941-CSO)  assumes  that  of  one  million  persons  at 
age  1,  only  125  will  be  living  at  age  99  and  that  they  will  die  within  a 
year,  by  age  100. 

The  1937  standard  table  for  annuitants,  now  used  in  computing 
premiums  for  annuities,  assumes  that  of  one  million  males  at  age  5,  nearly 
5,000  will  be  living  at  age  100;  and  that  of  one  million  females  at  age  10, 
nearly  5,000  will  survive  to  age  105.  The  last  man  of  the  original  million 
annuitants  is  expected  to  die  at  age  109;  the  last  woman,  at  age  114. 

Why  do  annuitants  live  so  long? 

Perhaps  they  are  persons  who  bought  annuities  because  they  have  a 
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long-lived  ancestry  and  understand  that  the  longevity  of  forebears  is  one 
determining  factor  in  the  probabihty  of  future  lifetime.  Or  is  it  because, 
ovming  annuities,  they  have  less  to  worry  about?  Or  could  it  be  for  both 
reasons? 

Certain-Period  and  Annuity  Factors.  In  computing  the  income  for 
the  certain  period,  we  use  two  factors — a  principal  sum  and  compound 
interest. 

In  calculating  the  annuity  that  follows  the  certain  period,  we  use 
three  factors,  a  principal  sum,  compound  interest,  and  the  probability  of 
future  lifetime  (average  future  lifetime)  for  a  given  age  of  a  man  or  of  a 
woman,  according  to  the  standard  table  of  mortahty  for  annuitants. 
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Life  Insurance  Fundamentals 


OCCASIONALLY  you  may  have  heard  some  unmformed  person  say, 
"Life  insurance  is  a  gamble — a  long  shot.  A  life  insurance  company 
bets  you  thousands  of  dollars  against  a  few  hundred  that  you  will  be  alive 
a  year  from  now.  If  you  are  still  living  after  the  twelve  months,  the  com- 
pany has  won  your  premium  dollars.  But  if  you  had  died  your  family 
would  have  won  a  large  amount  of  insurance  money.  Either  way,  some- 
body wins  and  somebody  loses." 

The  fact  is  that  life  insurance  is  the  opposite  of  a  wager.  GambUng 
is  the  voluntary  acceptance  of  an  unnecessary  risk  of  loss  in  the  highly 
uncertain  hope  of  winning  something  of  value.  Life  insurance  on  the  other 
hand  enables  a  man  to  eliminate  a  risk  of  loss  that  already  exists:  the 
possibility  of  his  family's  losing,  by  his  death,  the  value  of  his  earning 
power.  With  life  insurance,  the  breadwinner's  family  is  compensated  at  his 
death  for  the  loss  of  so  much  of  the  capital  value  of  his  earnings  as  he  had 
protected  by  life  insurance. 

It  is  certain  that  all  of  us  will  die.  The  uncertain  element  is  when. 
On  the  average,  according  to  the  life  insurance  table  of  mortality,  based 
on  actual  records  of  insured  persons,  at  each  age  a  stated  number  of 
persons  per  1 ,000  of  those  living  at  the  beginning  of  the  year  are  expected 
to  die  within  the  year.  Which  ones  will  die  nobody  knows.  But  whoever 
they  are,  if  they  were  participating  (by  paying  premiums)  in  a  fund  called 
life  insurance,  the  company  is  prepared  to  pay  the  insurance  on  that  num- 
ber of  persons. 

Life  insurance  is  a  sharing  of  losses.  Essentially,  a  life  insurance 
company  is  a  cooperative  fund  to  which  each  of  a  very  large  number  of 
persons  makes  a  contribution  (the  premiums)  in  proportion  to  the 
average  death  rate  for  persons  of  his  age,  according  to  the  life  insurance 
mortality  table.  If  all  policyowners  were  insured  for  life  and  paid  all 
premiums  as  they  fell  due,  then,  since  all  must  die,  sooner  or  later  the 
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beneficiaries  of  each  would  be  paid  the  proceeds  of  his  insurance  as 
guaranteed  in  the  poUcy  contract. 

Of  course,  the  total  number  of  premiums  paid  will  not  be  the  same 
for  all  persons.  Some  will  die  after  paying  only  a  few  premiums  or  perhaps 
only  one  premium.  Some  will  live  to  be  very  old  and  may  pay  premiums 
for  a  great  many  years.  But,  after  all,  those  who  live  and  pay  the  longest 
are  the  fortunate  ones.  And  the  longer  they  live  and  pay  premiums  the 
larger  will  be  their  cash  values,  which  will  be  a  help  to  them  in  old  age  if 
then  they  need  the  money  for  themselves  more  than  they  need  a  continua- 
tion of  protection  for  beneficiaries. 

Certainty  in  life  insurance  is  possible  only  if  we  insure  a  very  large 
number  of  people.  All  forms  of  insurance  are  based  on  the  law  of  aver- 
ages. And  averages  are  dependable  only  if  they  are  derived  from  very 
large  numbers.  Flip  a  coin  only  a  few  times  and  you  will  have  no  idea 
whether  heads  or  tails  will  show  the  more  often.  But  you  know  that  if  you 
do  it  many  hundreds  or  thousands  of  times,  eventually  heads  and  tails  will 
turn  up  an  equal  number  of  times.  Of  a  small  number  of  persons  of  a 
certain  age,  it  is  impossible  to  predict  how  many  will  die  within  a  year. 
But  it  is  predictable  on  the  basis  of  averages  for  a  very  large  number  of 
persons  with  a  high  degree  of  accuracy,  as  proven  over  a  period  of  two 
centuries. 

The  assumed  death  rates  (mortality  table)  used  in  the  computation 
of  life  insurance  premiums,  are  averages  based  on  the  life  insurance  com- 
panies' experience  with  millions  of  insured  men  and  women. 

A  young  man  buys  a  life  policy  at,  say,  age  20.  The  company  must 
be  prepared  to  pay  his  insurance  at  his  death  at  any  time,  the  next  day  or 
after  70  or  80  years.  If  this  young  man  were  the  only  person  to  be  insured, 
the  risk  of  insuring  him  would  be  a  gamble.  But  he  is  only  one  of  many 
thousands.  So,  as  we  shall  see,  by  the  use  of  a  mortality  table  and  a  little 
arithmetic,  the  risk  is  in  the  realm  of  certainty. 
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Calculation  of  Premiums 


THIS  chapter  is  written  for  those  who  wish  to  have  an  elementary 
understanding  of  the  methods  by  which  a  life  insurance  company  can 
accurately  calculate  premiums  that  will  be  required  for  the  payment  of 
future  death  claims,  some  of  which  will  be  payable  eighty  or  ninety  or 
even  a  hundred  years  after  the  poHcies  are  issued. 

The  computation  of  life  insurance  premiums  involves  four  factors: 
( 1 )  the  cost  of  future  annual  death  claims  based  on  the  death  rate  for 
each  age,  according  to  a  mortality  table;  (2)  a  conservative  rate  of  com- 
pound interest  that  we  can  be  sure  of  earning  over  a  long  period  of  years, 
say  2,  2l^,  2Vi  or  3  per  cent;  (3)  the  cost  of  doing  business;  and  (4)  a 
provision  for  possible  contingencies  or  emergencies  such  as  an  epidemic 
in  which  death  rates  would  be  higher  than  normal. 

The  table  of  mortality  in  use  at  present  is  generally  the  1941 
Commissioners  Standard  Ordinary  Table.  The  1958  CSO  table  is 
gradually  going  into  effect. 

To  illustrate  the  calculation  of  the  simplest  form  of  premium  rate,  let 
us  take  an  insurance  of  $1,000  for  only  one  year.  And  let  us  use  round 
numbers  that  are  not  exact  but  will  serve  for  illustrative  purposes. 

Suppose  the  mortality  table  showed  that,  at  a  certain  age,  out  of 
one  million  persons  living  at  the  beginning  of  the  year  we  could  expect 
10,000  deaths  during  the  year.  We  assume  that  each  of  the  one  million 
persons  is  insured  for  $1,000  at  the  beginning  of  the  year  and  that 
our  death  claims  for  the  year  will  amount  to  10,000  x  $1,000  or  $10 
million. 

How  much  must  we  collect  from  each  of  our  one  million  policy- 
owners at  the  beginning  of  the  year  to  pay  the  $10  million  of  death 
claims?  Very  simple,  you  say— $10,000,000  -:    1,000,000  =$10. 

That  would  be  correct  if  we  were  not  going  to  earn  any  interest  on 
the  $10  million.  But,  of  course,  we  would  not  let  all  that  money  lie  idle. 
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1941  Commissioners  Standard  Ordinary  Table  of  Mortality 


Deaths 

Deaths 

Step 

Deaths 

Deaths 

Step 

No 

Each 

per 

Rate 

No. 

Each 

per 

Rate 

Age 

Living 

Year 

1.000 

Prem. 

Age 

Living 

Year 

1.000 

Prem. 

1 

1,000.000 

5.770 

5.77 

$5.63 

51 

soo.yio 

10,628 

13.27 

$12.95 

2 

994,230 

4.116 

4.14 

4.04 

52 

790.282 

11,301 

14.30 

13.95 

3 

990,114 

3.347 

3.38 

3.30 

53 

778.981 

12,020 

15.43 

15.05 

4 

986.767 

2,950 

2.99 

2.92 

54 

766.961 

12.770 

16.65 

16.24 

5 

983,817 

2.715 

2.76 

2.69 

55 

754,191 

13.560 

17.98 

J7.54 

6 

981.102 

2,561 

2.61 

2.55 

56 

740,631 

14.390 

19.43 

18.96 

7 

978,541 

2.417 

2.47 

2.41 

57 

726,241 

15,251 

21.00 

20.49 

8 

976,124 

2,255 

2.31 

2.25 

58 

710.990 

16.147 

22.71 

22.16 

9 

973.869 

2,065 

2.12 

2.07 

59 

694.843 

17.072 

24.57 

23.97 

10 

971.804 

1,914 

1.97 

1.92 

60 

677.771 

18.022 

26.59 

25.94 

11 

969.890 

1,852 

1.91 

1.86 

61 

659,749 

18.988 

28.78 

28.08 

12 

968.038 

1,859 

1.92 

1.87 

62 

640.761 

19,979 

31.18 

30.42 

13 

966.179 

1,913 

1.98 

1.93 

63 

620,782 

20,958 

33.76 

32.94 

14 

964.266 

1.996 

2.07 

2.02 

64 

599,824 

21.942 

36.58 

35.69 

15 

962.270 

2,069 

2.15 

2.10 

65 

577.882 

22.907 

39.64 

38.67 

16 

960.201 

2,103 

2.19 

2.14 

66 

554.975 

23.842 

42.96 

41.91 

17 

958.098 

2,156 

2.25 

2.20 

67 

531,133 

24,730 

46.56 

45.42 

18 

955.942 

2.199 

2.30 

2.24 

68 

506.403 

25.553 

50.46 

49.23 

19 

953.743 

2,260 

2.37 

2.31 

69 

480,850 

26,302 

54.70 

53.37 

20 

951.483 

2.312 

2.43 

2.37 

70 

454,548 

26,955 

59.30 

57.85 

21 

949.171 

2,382 

2.51 

2.45 

71 

427,593 

27.481 

64.27 

62.70 

22 

946.789 

2.452 

2.59 

2.53 

72 

400.112 

27.872 

69.66 

67.96 

23 

944,337 

2.531 

2.68 

2.61 

73 

372,240 

28.104 

75.50 

73.66 

24 

941,806 

2,609 

2.77 

2.70 

74 

344,136 

28.154 

81.81 

79.81 

25 

939,197 

2,705 

2.88 

2.81 

75 

315.982 

28,009 

88.64 

86.48 

26 

936.492 

2.800 

2.99 

2.92 

76 

287,973 

27.651 

96.02 

93.68 

27 

933.692 

2,904 

3.11 

3.03 

77 

260.322 

27,071 

103.99 

101.45 

28 

930,788 

3.025 

3.25 

3.17 

78 

233.251 

26,262 

112.59 

109.84 

29 

927,763 

3.154 

3.40 

3.32 

79 

206,989 

25.224 

121.86 

118.89 

30 

924,609 

3.292 

3.56 

3.47 

80 

181,765 

23,966 

131.85 

128.63 

31 

921,317 

3.437 

3.73 

3.64 

81 

157.799 

22,502 

142.60 

139.12 

32 

917,880 

3.598 

3.92 

3.82 

82 

135.297 

20,857 

154.16 

150.40 

33 

914.282 

3,767 

4.12 

4.02 

83 

114.440 

19.062 

166.57 

162.51 

34 

910,515 

3.961 

4.35 

4.24 

84 

95,378 

17,157 

179.88 

175.49 

35 

906.554 

4.161 

4.59 

4.48 

85 

78,221 

15,185 

194.13 

189.40 

36 

902,393 

4,386 

4.86 

4.74 

86 

63,036 

13,198 

209.37 

204.26 

37 

898.007 

4.625 

5.15 

5.02 

87 

49.838 

11.245 

225.63 

220.13 

38 

893.382 

4.878 

5.46 

5.33 

88 

38,593 

9,378 

243.00 

237.07 

39 

888,504 

5.162 

5.81 

5.67 

89 

29.215 

7.638 

261.44 

255.06 

40 

883,342 

5,459 

6.18 

6.03 

90 

21.577 

6.063 

280.99 

274.14 

41 

877,883 

5.785 

6.59 

6.43 

91 

15.514 

4.681 

301.73 

294.37 

42 

872.098 

6,131 

7.03 

6.86 

92 

10,833 

3,506 

323.64 

315.75 

43 

865.967 

6,503 

7.51 

7.33 

93 

7,327 

2,540 

346.66 

338.20 

44 

859.464 

6,910 

8.04 

7.84 

94 

4.787 

1,776 

371.00 

361.95 

45 

852,554 

7.340 

8.61 

8.40 

95 

3.011 

1.193 

396.21 

386.55 

46 

845,214 

7.801 

9.23 

9.00 

96 

1.818 

813 

447.19 

436.28 

47 

837.413 

8.299 

9.91 

9.67 

97 

1.005 

551 

548.26 

534.89 

48 

829.114 

8.822 

10.64 

10.38 

98 

454 

329 

724.67 

707.00 

49 

820.292 

9,392 

11.45 

11.17 

99 

125 

125 

,000.00 

975.61 

50 

810,-900 

9,990 

12.32 

12.02 
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We  would  invest  it,  at  the  highest  rate  of  interest  available  commensurate 
with  safety. 

For  convenience,  let  us  assume  that  we  shall  pay  all  death  claims  at 
the  end  of  the  year.  Actually,  we  would  pay  each  claim  as  it  fell  due,  and 
a  slight  extra  charge  should  be  included  for  this  feature.  However,  for 
illustrative  purposes,  we  will  ignore  the  effect  of  immediate  payment  of 
claims. 

So,  we  assume  that  we  shall  invest  the  $10  million  for  a  full  year  and 
earn  interest  at,  say,  2V^  per  cent,  on  the  $10  we  had  collected  from 
each  policyowner.  This  being  the  case,  we  can  reduce  the  charge  for 
mortality  by  allowing  the  year's  interest  in  advance:  for  we  shall  make 
it  up  from  interest  received  by  the  time  we  are  to  pay  death  claims,  as 
we  assume,  at  the  end  of  the  year. 

Discounting  the  $10  for  one  year  at  a  rate  of  interest,  say,  IVi  per 
cent,  we  have  $9.76  as  the  charge  for  mortality  for  $1,000  for  one  year 
of  insurance.  To  this  mortality  premium  of  $9.76  we  must  add  somethmg 
for  operating  expenses  and  contingencies,  giving  us  the  premium  rate, 
called  the  gross  premium,  which  we  must  collect  for  each  $1,000  of  in- 
surance for  one  year  for  the  age  in  question. 

Premiums  are  as  a  rule  paid  annually,  semi-annually,  quarterly  or 
monthly.  But  in  computing  premium  rates  for  more  than  one  year's  insur- 
ance, we  begin  by  calculating  the  "single  premium"  i.e.,  the  amount  which 
if  paid  in  one  sum  would  provide  for  the  entire  period  of  the  insurance, 
either  for  a  term  of  years  or  for  life. 

To  compute  the  mortaUty  charge  in  a  single  premium  for  a  two-year 
term  insurance  we  would  discount  for  one  year  the  expected  death  claims 
for  the  first  year,  as  above;  then  discount  for  two  years,  at  compound 
interest,  the  expected  claims  for  the  second  year.  Then  add  the  two  dis- 
count figures  and  divide  the  total  by  the  number  of  persons  living  at  the 
beginning  of  the  two-year  period.  This  would  give  us  the  mortality  single 
premium  for  a  two-year  term  insurance.  Similarly  we  could  compute  the 
single  premium  for  any  term  of  years — 5,  10,  20,  etc.,  or  for  a  period  end- 
ing at  a  certain  age;  e.g.,  age  65. 

To  compute  the  single  premium  for  the  whole  of  life:  According  to 
our  mortality  table*  the  last  of  a  large  group  of  pohcyowners  insured  at 
any  given  age  are  expected  to  die  between  ages  99  and  100.  If  we  insure  a 
large  group  of  persons  for  life  at,  say,  age  20,  we  must  be  prepared  to  pay 
death  claims  in  each  year  over  a  period  of  80  years. 

So,  in  computing  the  single  premium  to  insure  at  age  20  for  the 
whole  of  life,  we  must  discount,  at  a  rate  of  compound  interest,  the  ex- 

*  1941  Commissioners  Standard  Ordinary  Table 
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pected  death  claims  for  each  year  durmg  80  years — for  one,  two,  three, 
four,  j&ve  years,  etc.,  respectively — discounting  the  last  year's  claims  for 
80  years.  The  sum  of  the  80  discount  figures  divided  by  the  number  living 
at  age  20  gives  us  the  mortality  single  premium  at  age  20,  for  a  life  policy. 
Except  for  the  benefit  of  compound  interest,  a  person  who  was  in- 
sured for  life  under  the  single  premium  plan  would  have  to  pay  the  full 
amount  of  $1,000  as  the  mortaUty  charge  for  each  $1,000  of  insurance. 
Due,  however,  to  the  factor  of  compound  interest,  the  mortality  single 
premium  per  $1,000  of  insurance  for  life  at  age  20  is  only  $363.59  if  the 
interest  rate  is  2^/4  per  cent. 
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Calculating  the  Annual 
Level  Premium 


OF  course,  very  few  persons  could  afford  to  own  the  permanent  life 
insurance  they  need  if  it  were  necessary  to  pay  a  single  premium  of 
$400,  $500,  or  $600  per  $1,000  of  insurance  (or  $4,000,  $5,000  or 
$6,000  for  a  $10,000  policy) . 

To  provide  a  practical  payment  plan  for  permanent  life  insurance, 
readily  available  to  millions  of  persons,  the  actuaries  devised  the  small 
annual  level  mortality  premium  that  is  the  equivalent  of  the  large  single 
payment.  It  is  called  level  because,  although  the  death  rate  and  cost  of 
insurance  increase  annually,  the  level  premium  is  a  fixed  amount,  the 
same  every  year.  If  it  is,  say,  $15  or  $20  per  $1,000  when  a  policy  is 
issued  to  a  young  man  and  he  lives  and  keeps  it  in  force  till  he  is  very 
old,  he  will  still  be  paying  only  $15  or  $20  per  $1,000. 

We  have  seen  how  the  mortality  single  premium  is  calculated.  We 
now  want  to  find  its  equivalent  annual  level  premium.  Let's  say  that  at 
some  age  the  mortality  single  premium  for  a  life  policy  is  $500  and  the 
equivalent  annual  level  premium  is  $25.  How  was  the  level  premium 
derived  from  the  single  premium? 

To  effect  the  conversion  we  must  have  a  unit  of  measure  just  as  we 
have  a  unit  for  converting  feet  into  yards.  (Since  one  yard  is  the  same  as 
3  feet,  then  3,000  feet  equal  1 ,000  yards. ) 

Our  unit  of  measure  must  be  the  single  premium  (for  each  age)  that 
is  equivalent  to  an  annual  payment  of  one  dollar  a  year  for  life  (that  is 
until  death)  which  means  $1  a  year  paid  by  survivors,  according  to  the 
mortality  table. 

We  have  an  annuity  table  that  shows  the  single  premiums  for  a  life 
annuity  of  $1  a  year — that  is,  $1  paid  annually  to  survivors  for  life. 
Based  on  the  same  mortality  table  and  the  same  rate  of  interest,  an  annual 
premium  for  life  is  the  same  as  a  life  annuity  except  that  annual  premiums 
are  paid  by  policyowners  while  annuities  arc  paid  to  policyowners. 
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Let  us  assume  that  for  a  certain  age  the  single  premium  for  a  life 
annuity  of  $1  is  $20  and  that  at  the  same  age  the  single  premium  per 
$1,000  of  insurance  for  life  is  $500.  Then  $500  -^  20  ==  $25;  or  $500  : 
$20  ==  X  :  $1.  Thus  x  =  $25.  And  $25  would  be  the  annual  level 
mortality  premium  rate  for  a  straight  life  policy  for  the  given  age. 

The  above  figures  of  even  amounts  are  fictional  but  serve  as  well 
(or  better)  for  illustration  as  exact  amounts  of  odd  dollars  and  cents. 


The  rate  of  mortality  and  the  cost  of  insurance  per  $  1 ,000  increase 
from  year  to  year  but  the  level  premium  remains  constant.  In  the  earlier 
years  of  the  insurance  the  level  premium  is  higher  than  the  cost  of  insur- 
ance but  in  the  later  years  it  is  lower. 

So  the  total  of  a  company's  mortality  premiums  collected  annually 
is  more  than  is  actually  needed  to  pay  the  annual  death  claims  in  the 
earUer  years  when  the  death  rate  is  low,  but  less  than  is  required  in  the 
later  years  when  the  death  rate  is  higher. 

From  the  excess  of  mortaUty  level  premiums  over  the  calculated  re- 
quirements for  death  claims  in  the  earlier  years,  the  company  accumulates 
a  policy  reserve  to  which  is  added  annually  compound  interest  at  2,  2 1/4, 
2V^  or  3  per  cent  (according  to  the  company).  When  eventually  the 
death  claims  exceed  the  level  premiums  currently  collected  for  mortality, 
the  deficit  in  premiums  is  made  good  by  drawing  on  the  reserve  ac- 
cumulated for  this  purpose. 

Theoretically,  if  a  company  were  liquidated  by  accepting  no  new 
business  and  all  premiums  were  paid  for  life  as  they  fell  due,  at  the  end 
all  policyowners  would  have  died,  all  claims  would  have  been  paid  and 
there  would  be  no  money  left  over.  The  premiums  collected  plus  the 
reserve  with  compound  interest  would  have  been  exactly  enough  to  pay 
the  expected  death  claims  and  meet  the  necessary  expenses  incurred. 

If  actually  at  the  end,  at  age  100,  there  were  any  pohcy owners  still 
living,  since  it  had  been  assumed  that  the  last  would  have  died  between 
age  99  and  100,  the  company  would  have  on  hand  the  money  for  their 
death  claims  and  would,  if  they  wished,  pay  it  to  them  while  still  living. 
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Surplus  Earnings  and  Dividends 


UE  to  good  management,  life  insurance  companies  have  an  annual 
excess  of  income  over  expenditures.  This  excess,  caUed  surplus 
earnings,  is  derived  from  three  sources. 

By  granting  insurance  only  to  persons  of  good  habits  who  can  pass 
the  medical  examination  and  are  not  engaged  in  excessively  hazard- 
ous occupations,  the  actual  death  rates  are  kept  lower  than  are 
expected  according  to  the  table  of  mortality.  Thus  the  company 
effects  mortahty  savings. 

By  assuming  that  the  company  will  earn  only,  say  2,  2^4,  or  2^/2  per 
cent  interest  on  their  investments  and  actually  earning  a  higher  (but 
conservative)  rate,  say,  3  or  31/2  per  cent,  the  companies  earn  more 
than  is  required  to  maintam  their  reserves.  The  difference  is  excess 
interest. 

Also,  by  operating  economies  the  companies  effect  savings  on  ex- 
penses from  the  expense  charge  in  the  gross  premiums. 

The  mortality  savings  plus  excess  mterest  and  savmgs  on  expenses 
constitute  surplus  earnings. 

From  surplus  earnings  the  companies  accumulate  a  surplus  for  con- 
tingencies, in  excess  of  its  liabiUties,  for  additional  financial  strength 
in  case  of  some  grave  emergency  such  as  the  abnormally  high  death  rate 
during  the  terrible  epidemic  of  Spanish  influenza  in  1918  and  in  times  of 
war,  or  the  abnormally  great  demand  for  policy  loans  and  payment  of 
cash  values  in  a  recession  or  depression. 

Also,  from  surplus  earnings  are  derived  dividends  paid  to  the 
owners  of  participating  policies,  and  m  nonparticipating  insurance,  some 
of  the  money  for  operating  expenses  and  dividends  to  stockholders. 


BOOK  VIII 

Random  Thoughts 
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Companion  Ideas 


THINKING  about  words  (and  the  ideas  they  stand  for),  even  arguing 
about  them,  can  be  entertaining — and  sometimes  helpful.  Some  of 
them  come  in  pairs,  opposites,  like  "hindsight  and  foresight." 

We  often  hear  someone  say,  "Oh,  that  is  hindsight" — with  an  in- 
flection which  suggests  that  the  speaker's  view  of  hindsight  is  that  it 
isn't  of  any  practical  use.  And,  of  course,  it  is  not  unless  we  try  to  profit 
by  it. 

But  hindsight  can  be  a  good  teacher.  What  we  call  experience, 
traditionally  praised  as  the  best  teacher,  includes  the  knowledge  we  have 
gained  by  thinking  of  our  successes  and  failures  of  the  past  and  also  the 
successes  and  failures  of  other  men  and  women.  So,  hindsight  may  or 
should  qualify  us  for  better  foresight — the  ability  to  look  ahead  and 
plan  well  for  some  contingency  or  action  in  the  future. 

Certainly  in  making  our  wills  or  developing  a  life  insurance  program, 
estate  plan,  or  a  trust  agreement,  we  use  foresight  based  on  what  we  have 
learned  by  thinking  of  our  own  experiences  of  family  life  and  our  observa- 
tion of  what  has  happened  in  other  families,  in  some  of  which  there  is  no 
longer  a  husband  or  father. 

An  example  of  knowledge  through  hindsight  is  that  of  the  widow. 
She  has  a  very  good  idea  of  how  much  life  insurance  would  have  cased 
her  present  situation  and  how  much  of  it  should  have  been  paid  in  cash 
and  how  much  as  income.  Facetiously,  we  might  say  that  a  widow  who 
marries  a  second  time,  being  now  an  expert  in  the  contingencies  of 
widowhood,  could,  with  the  rare  hindsight-foresight  gained  by  her  first 
husband's  death,  be  very  helpful  to  her  second  husband  in  planning  a  will 
or  a  life  insurance  program. 


A  pair  of  words  in  daily  use  by  lawyers  and  life  insurance  men  and 
women  is  "contingencies  and  certainties."  Contingencies  are  the  "ifs"  of 
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life.  Some  things  will  happen;  others  may  happen.  Of  several  possibilities,  | 
or  contingencies,  we  are  sure  one  or  more  will  turn  up,  but  we  don't 
know  which  they  will  be.  Therefore,  we  make  our  plans  so  that  whatever  . 
does  occur  will  have  been  provided  for.  | 

Perhaps  the  reader  has  a  contingent  beneficiary  in  his  Hfe  insurance  | 
policies.  His  wife  is  the  primary  beneficiary.  When  his  first  child  was 
bom,  he  wrote  to  the  company,  naming  this  child  as  his  contingent  bene- 
ficiary. If  there  were  other  children,  he  named  them,  too,  as  contingent 
beneficiaries,  aU  to  benefit  "share  and  share  alike." 

Thus,  if  his  wife  dies  before  he  does,  his  life  insurance  will  be  pay- 
able for  the  benefit  of  his  chUd  or  chHdren.  If  he  had  not  named  con- 
tingent beneficiaries,  the  msurance  money  would  go  into  his  estate, 
subject  to  his  liabilities,  and  not  directly  to  his  children. 

Or,  if  a  chHd  is  the  contingent  beneficiary  and  the  wife  survives  her 
husband  but  dies  before  receiving  all  the  mcome  due  under  an  instaUment 
certain  period,  then  the  income  will  be  contmued  to  the  child  during  the 
balance  of  the  period.  Without  a  contingent  beneficiary,  the  cash  value 
(commuted  value)  of  the  remaining  mcome  payments  would  be  paid  m  one 
sum  to  the  wife's  estate. 

In  making  a  wiU  or  establishing  a  trust,  we  consider  a  good  many 
"ifs."  Planning  a  trust  agreement  to  provide  for  a  wife  and  daughter,  if 
they  survive  him,  a  man  would  think  of  many  things.  His  wife  might 
remain  a  widow  or  she  might  remarry.  She  might  become  a  widow  for  the 
second  time.  The  daughter  might  or  might  not  go  to  coUege.  She  might 
or  might  not  marry.  If  she  married,  she  might  survive  her  husband  and 
might  or  might  not  be  well  provided  for.  j 

He  wants  to  provide  for  their  needs  in  any  event.  He  makes  certam 
specific  provisions  but  realizes  that  under  certain  conditions  they  might 
not  be  fair  to  the  mother  or  the  daughter.  So,  to  provide  for  various  pos-^ 
sible  contingencies,  he  directs  the  trust  company,  at  its  discretion,  to 
adjust  the  income  payments  to  the  beneficiaries  at  any  time  m  the  light, 
of  their  incomes  from  other  sources  (e.g.,  from  a  husband,  or  a  legacy^ 
from  relatives)  and  m  view  of  any  emergency  in  which  one  had  the 
greater  need,  such  as  a  long  iUness  or  a  permanent  disability. 

Or  a  father  has  a  policy  to  provide  a  four-year  mcome  for  his  son's 
college  expenses.  But  what  if  after  high  school  the  boy  abandons  his| 
education?  This  contmgency  could  be  met  by  instructmg  the  payee 
(guardian  or  trustee)  that  in  such  case  the  income  is  to  be  paid  to  the 
mother  for  her  own  use.  Or,  if  she  prefers,  the  money  shall  be  ac-j 
cumulated  in  trust  and  paid  to  the  son  at,  say,  age  25  or  30. 
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Another  pair:  In  planning  for  various  needs  and  contingencies,  we 
use  "imagination"  and  "logical  thinking."  Our  imagination  helps  us  to 
"think  of  things  to  think  about."  We  try  to  imagine,  in  the  light  of  ex- 
perience and  observation,  different  situations  that  might  arise  and  then 
think  out  a  plan  that  will  provide  for  them. 

Like  the  man  who  was  trying  to  decide  whether  to  have  a  life  income 
from  his  insurance  paid  to  his  wife  as  interest  on  the  proceeds,  or  as  an 
annuity,  which  would  be  larger  than  the  interest  alone  because  the 
annuity  consists  of  combined  payments  from  interest  and  principal.  He 
estimated  that  the  interest  would  be  sufficient;  and  he  liked  this  plan  be- 
cause payment  of  interest  only  would  leave  the  principal  intact  to  be  paid 
at  his  wife's  death. 

But  then  he  began  to  imagine  future  contingencies,  to  see  if  perhaps 
it  might  be  better  after  all  to  elect  an  annuity  settlement.  Eventually,  his 
train  of  thought  led  him  to  consider  the  possibility,  or  probability,  of  his 
wife's  living  to  be  a  very  old  lady.  He  remembered  old  ladies  he  had 
known,  his  mother  who  had  fallen  and  broken  a  hip,  a  friend  of  his 
mother's  who  was  bedfast  with  arthritis,  and  others.  Then  he  began  to 
think — his  wife,  too,  might  have  a  long  illness  or  become  a  permanent  in- 
valid. In  which  case  she  would  require,  for  nursing  and  medical  care, 
more  income  than  she  had  ever  needed  before.  So,  perhaps  he  should  elect 
the  annuity,  which  would  assure  her  the  maximum  income  available 
from  his  life  insurance. 

He  consulted  his  life  underwriter  who  recommended  a  combination 
plan.  He  might  die  when  his  wife  was  of  an  age  when  the  interest  pay- 
ments would  be  almost  as  large  as  the  continuous  installment  income. 
Or,  if  he  died  when  she  was  older,  the  installment  income  would  be  con- 
siderably greater  than  the  interest  only.  By  the  combination  plan,  if  the 
husband  died  before  his  wife  was,  say,  50  years  old,  interest  only  would  be 
paid  until  she  was  50  and  thereafter  she  would  receive  the  larger  install- 
ment income  for  her  old  age. 


An  unusual  case  of  planning  is  the  story  we  heard  a  friend  tell,  which 
started  with  a  discussion  of  optimist  and  pessimist.  A  young  couple  he  and 
his  wife  were  fond  of  used  to  come  to  their  home  for  Sunday  night 
supper.  Occasionally  the  young  husband  or  wife  would  bring  up  some 
problem  they  had  not  been  able  to  agree  on. 

One  evening  the  wife,  he  said,  was  "in  a  stew."  Joe  was  leading 
them  down  the  road  to  the  poorhouse.  Within  a  year  he  had  bought  a 
little  summer  place  on  a  lake  with  a  hundred  acres  of  woods  where  he 
could  hunt  and  fish  while  she  "cleaned  and  cooked  at  the  camp."  And 


Life  and  Life  Insurance  21 S 

he  had  purchased  two  new  cars  and  a  sea-going  motor  boat.  Yet,  she 
added,  "the  savings  bank  still  owns  most  of  the  place  we  call  our  house." 

Finally,  the  host,  hoping  to  ease  the  tension  of  the  party,  said,  "Why, 
Helen,  tonight  you  seem  to  be  a  real  pessimist."  Whereupon  she  erupted, 
"Well!  if  you  had  lived  with  an  optimist  as  long  as  I  have,  you  would  be  a 
pessimist  too!" 

A  few  years  later  we  heard  the  sequel  to  the  story.  Joe  was  an  of- 
ficer in  a  large  advertising  agency,  with  a  good  salary  and  fine  prospects. 
Everything  looked  rosy  and  Helen  and  Joe  and  their  little  daughter  were 
having  a  good  time. — Then,  in  his  forties,  Joe  was  stricken  with  cancer  of 
the  blood.  In  a  few  months  he  was  gone,  and  people  were  saying  Joe  had 
always  been  so  extravagant  that  they  feared  his  family  "were  not  very 
well  fixed." 

"But,"  our  friend  said,  "I  knew  they  were  going  to  be  all  right."  One 
day  Joe  had  come  to  his  older  friend  and  said  he  wanted  to  tell  him 
something  and  see  what  he  thought  of  it — a  plan  that  some  people  might 
think  was  crazy.  Joe  said,  "Did  you  ever  hear  of  a  man  buying  a  lot  of 
life  insurance  so  he  could  be  a  spendthrift?  Well,  that  is  what  I  have 
done." 

He  said  he  knew  he  was  considered  extravagant.  But  he  loved  to 
hunt  and  fish  and  had  to  have  the  best  of  guns  and  fishing  gear  and  keep 
two  pedigreed  setters.  When  he  was  a  boy  he  had  sailed  in  small  boats 
and  now  he  had  a  big  one.  He  must  always  have  a  new  car.  And  recently 
he  had  bought  that  summer  camp  in  the  woods  and  the  sea-going  motor 
boat.  The  trips  he  took  with  his  family,  by  car  and  boat,  were  expensive 
and  his  monthly  bills  at  the  country  club  were  rather  sizable. 

In  order  to  be  fair  to  his  family,  he  said,  he  had  bought  enough  life 
insurance  to  make  sure  his  debts  could  be  paid  and  they  could  afford  to 
live  in  the  home  they  all  loved.  In  budgeting  his  salary,  he  put  down  his 
fixed  charges — his  life  insurance  premiums  and  premiums  for  all  other 
kinds  of  insurance,  the  mortgage  payments  and  various  taxes  and  in- 
stallment payments,  housekeeping  expenses  and  the  allowances  for  his 
wife  and  daughter,  also  something  for  his  savings  account  for  emergencies. 
The  rest,  he  said,  he  felt  he  could  spend  or  save  as  he  pleased  and  he  was 
spending  it.  Maybe  when  he  was  a  Uttle  older  he  would  save  more.  If  he 
had  been  economizing  to  buy  securities  instead  of  life  insurance,  he  would 
have  only  a  fraction  as  much  for  his  family  as  the  amount  of  his  life  in- 
surance. Another  thing,  he  said,  actually  he  was  saving  a  good  deal  for 
his  old  age  in  his  life  insurance  policies. 

Our  friend  asked  us,  "Did  you  ever  hear  of  such  a  strange  reason 
for  buying  life  insurance?" 

"As  a  post-mortem  view,"  we  said,  "it  looks  as  if  Joe's  plan  was 
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good  for  himself  and  his  family.  It  enabled  him  to  crowd  into  his  all  too 
short  life  the  full  enjoyment  of  the  outdoor  pleasures  he  loved  and  made 
it  possible  for  his  family  to  go  on  living  in  the  nice  home  he  had  provided 
for  them." 

Joe's  plan  was  really  not  entirely  new,  though  he  may  have  been  the 
first  to  explain  it  as  he  had  done.  There  have  been  many  men  who  would 
have  put  it  like  this:  that  with  an  ample  life  insurance  program  to  provide 
for  their  families  if  they  died  or  for  themselves  in  old  age,  they  had  felt 
they  did  not  need  to  be  quite  so  concerned  as  to  how  they  and  their 
families  spent  their  money.  They  had  less  to  worry  about. 


Another  pair  of  opposites,  "investor  and  speculator,"  which  suggest 
not  only  different  attitudes  but  also,  perhaps,  different  personaUties.  The 
one  concentrating  on  values;  the  other,  more  interested  in  price  changes 
or  even,  in  extreme  cases,  in  Oscar  Wilde's  phrase,  "knowing  the  price  of 
everything  and  the  value  of  nothing." 

A  few  other  companion  pairs  taken  from  these  pages — "present  and 
future,"  "youth  and  old  age,"  "husbands  and  wives,"  "wives  and  widows," 
"problem  and  solution,"  "worry  and  peace  of  mind"  and 

"Money  to  Manage  or  Mismanage" 

vs. 

"Guaranteed  Monthly  Income" 

The  origin  of  words  is  a  fascinating  study.  A  life  insurance  program 
is  a  "method."  But  what  is  a  method? 

We  owe  the  word  to  the  ancient  Greeks.  Their  word  for  "road" 
was  hodos.  Take  the  Greek  preposition  "meta"  and  the  noun  "hodos." 
Drop  the  "a"  from  meta  and  the  "os"  from  hodos.  Put  the  two  remainders 
together  and  you  have  our  useful  word  "method" — meaning,  literally 
"with  a  road";  that  is,  a  road  to  follow. 

For  a  long  time  life  underwriters  have  defined  a  good  procedure  as 
a  "track  to  run  on."  "Track"  is  the  "Old  French"  word  for  road,  trac, 
plus  a  "k"  to  make  it  look  English. 

So,  the  method  we  call  a  life  insurance  program  is  a  road  to  foUow, 
a  track  to  run  on,  in  planning  a  financial  future  with  life  insurance.  Other 
methods  to  help  us  plan  with  other  assets  are  the  estate  plan  and  wills 
and  trust  agreements. 

Roads  to  follow,  tracks  to  run  on,  that  lead  to  future  security  for 
our  families  and  ourselves. 
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Hindsight  on  Renewable  Term 


IT  is  easy  to  imagine  the  feeling  of  disappointment  and  frustration  of  a 
man  who  (on  marrying  at  age  25  or  30)  had  bought  renewable  term 
insurance  when  he  finds  in  middle  age  that  from  then  on  his  premiums 
will  be  nearly  as  much,  and  (after  age  50)  probably  more  than,  he  would 
be  paying  if  he  had  originally  bought  straight  life  with  cash  values. 

K  he  is  an  average  man  there  have  certainly  been  times  when  he 
needed  cash  for  some  emergency.  If  he  had  owned  straight  life  policies  he 
could  have  borrowed  against  their  cash  values;  but  he  could  not  borrow 
on  his  renewable  term  poUcies  because  they  had  no  cash  and  loan  values. 

And  he  may  have  been  one  of  the  many  who  had  allowed  a  policy 
to  lapse  because  they  had  forgotten  to  pay  a  premium  within  the  time 
limit.  Those  who  owned  life  or  endowment  policies  were  stiU  protected 
by  the  automatic  premium  loan  or  by  extended  insurance;  but  the  lapsed 
term  insurance  policies  terminated  without  any  value,  except  as  waste 
paper,  like  the  fire  insurance  policies  we  put  in  a  wastebasket  at  the  end  of 
a  three-year  term. 

If,  when  he  buys  life  insurance,  a  young  man  could  imagine  what  he 
would  be  thinking  if  he  had  the  good  fortune  to  live  to  retire  at,  say,  age 
65,  as  indeed  he  may,  no  doubt  he  would  buy  most  if  not  all  of  his  insur- 
ance on  the  straight  life  plan — not  only  because  in  the  long  run  it  would 
be  the  most  economical  plan  for  long-range  protection,  but  also  be- 
cause the  cash  value  would  be  a  safe  and  profitable  long-range  investment. 

Again,  let  us  remember  that  "there  is  a  time  for  everything"  and  the 
time  to  buy  other  investments  is  after  we  have  established  a  financial 
foundation  of  assets  whose  values  are  assured  in  any  event. 
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The  Art  of  Persuasion 


THERE  are  two  methods  of  selling  life  insurance,  commonly  called 
"policy  selling"  and  "need  selling."  Like  a  stock  and  bond  dis- 
tributor, the  policy  salesman  merely  explains  a  certain  contract  and 
suggests  or  urges  its  adoption.  He  may  even  try  to  sell  every  prospect  the 
same  type  of  contract,  one  that  he  considers  very  attractive;  we  have 
known  a  few  agents  who  specialized  in  the  10-payment  life  policy,  al- 
though the  premium  rates  are  so  high  that  comparatively  few  persons 
could  own  enough  of  it  to  provide  adequately  for  their  needs.  In  this 
kind  of  selling  the  agent  talks  about  what  he  is  interested  in — making  a 
sale  (with  a  profit  to  himself) . 

In  an  interview  with  a  prospective  cUent,  the  life  underwriter's  first 
problem  is  to  have  an  interested  listener.  In  need  selling  the  under- 
writer talks  about  what  his  prospect  is  certainly  interested  in — his 
personal  problems  of  security  for  his  family,  himself,  his  business,  or 
estate.  After  all,  life  insurance  is  bought  not  so  much  for  what  it  is  as 
for  what  it  will  do. 

Psychologically  and  ethically  it  would  seem  that  selling  life  insurance 
to  provide  for  specific  needs  is  the  more  professional  method.  Psychologi- 
cally, the  policy  salesman  sets  up  a  hurdle  to  the  attainment  of  his 
purpose — to  have  an  interested  Ustener  at  the  beginning  of  the  interview. 
(To  propose  a  life  insurance  plan  before  the  client  is  convinced  that  he 
needs  it  for  some  specific  purpose  may  be  of  as  little  interest  to  him  as  a 
doctor's  pills  would  be  to  a  patient  unless  he  wanted  relief  from  an  ail- 
ment. )  In  the  end,  if  he  makes  a  sale,  the  amount  of  it  will,  as  a  rule,  be 
less  than  had  he  first  shown  his  client  why  he  needed  insurance. 

In  need  selling,  the  agent  begins  by  getting  the  facts  about  a  man's 
family  or  business  situation.  Then  he  shows  his  client  a  specific  future 
need  for  money  that,  usually,  can  be  provided  only  by  life  insurance.  If 
the  client  agrees,  or  seems  to  agree,  that  he  should  have  the  insurance 
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recommended,  then  the  life  underwriter  proposes  a  plan  or  policy  that  he 
considers  the  most  suitable  under  all  the  circumstances. 

Once  a  client  is  convinced  that  he  needs  the  life  insurance  and  begins 
to  feel  disturbed  by  the  lack  of  it,  then  he  finds  it  interesting  to  examine  a 
suitable  policy  or  program  as  a  solution  of  his  problems. 


The  various  professions  such  as  the  law,  medicine  and  life  under- 
writing have  these  steps  in  common:  analysis  and  diagnosis;  a  recom- 
mendation of  procedure  to  solve  a  problem;  and  selling  the  idea — e.g.,  to 
engage  in  a  lawsuit;  to  have  a  recommended  surgical  operation;  to  adopt 
a  proposed  life  insurance  program  or  estate  plan.  In  life  underwriting 
these  steps  are :  to  determine  a  specific  future  need  for  money  based  on  a 
study  of  a  client's  financial  obhgations;  the  preparation  of  a  program  or 
estate  plan  with  suitable  policies;  and  to  persuade  the  client  to  put  the 
plan  into  effect  by  signing  an  application  and  paying  the  first  premium. 


Persuasion  includes  two  procedures  (1)  to  convince  by  the  logic 
of  facts,  and  (2)  to  motivate  by  an  appeal  to  human  interest  or  sentiment, 
sympathy,  etc.  The  life  underwriter  shows  a  person  what  he  needs  to  do 
in  order  to  accomplish  something  he  wants  done — (1)  demonstrates  a 
need  of  life  insurance  for  some  specific  purpose  (2)  for  the  benefit  of  a 
loved  one  or  for  one's  personal  advantage  in  business  or  in  retirement. 

A  life  insurance  program  may  be  both  convincing  and  motivating. 
It  is  a  logical  plan  designed  to  provide  for  one's  dearest  interests. 

We  speak  of  high  pressure  and  low  pressure  selling.  In  high  pressure 
selling  the  salesman  seems  determined  to  force  the  prospect  to  buy 
whether  he  wants  to  or  not.  If  he  is  selling  life  insurance,  he  depends  less 
on  the  logic  of  needs  than  on  the  motivation  of  fear;  he  tries  to  make  the 
man  feel  uncomfortable  and  fearful  that  he  may  die  suddenly,  as  many 
men  do.  He  may  cite  the  cases  of  families  who  have  been  widowed  and 
orphaned  in  poverty  by  the  untimely  death  of  improvident  husbands  and 
fathers.  This  seems  to  succeed  with  some  weaker  personahties.  But  the 
more  intelligent  man  may  react  to  such  treatment  with  revulsion,  resent- 
ment, and  dislike  of  the  salesman  and  terminate  the  interview  without 
buying. 

In  low  pressure  selling,  the  agent  depends  more  on  the  logic  of 
needs,  tries  to  make  his  prospect  feel  comfortable  and  interested  in  a  plan 
that  will  help  him  to  accomplish  something  he  surely  wants  to  do  to  make 
his  family  safe  if  anything  should  happen  to  him.  But,  of  course,  he  also 
uses  motivating  language — words  and  phrases  that  keep  a  man  thinking 
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of  those  he  wants  to  protect  and  what  he  wants  to  do  for  them.  Instead 
of  speaking  of  "your  beneficiary,"  he  says  "your  wife,"  "your  son"  or 
"your  httle  daughter."  He  says,  "this  is  something  I  thought  you  might 
want  to  do  for  Mary";  "the  satisfaction  you  would  have  in  accomphshing 
something  I  am  sure  you  have  thought  of";  and  so  on.  There  are  hundreds 
of  such  words  and  phrases  that  will  occur  naturally  to  the  agent  who 
wants  to  keep  the  interview  on  a  quiet,  friendly  basis. 

The  low-pressure  salesman  talks  quietly,  does  not  try  to  impose  his 
personality  on  the  assumed  weakness  of  a  prospect,  but  tries  to  draw  his 
client  into  a  conversation  and  to  make  him  feel  that  he  and  the  agent 
together  are  trying  now  to  do  something  he  has  no  doubt  intended  to  do 
some  day.  This  adds  greatly  to  the  motivating  influence  of  the  interview 
because  it  tends  to  make  the  agent's  presence  acceptable  and  perhaps 
even  welcome. 

We  knew  a  very  successful  underwriter  who  usually  closed  his 
interview  with  a  young  man  by  saying,  "I  thought  you  might  want  to  do 
something  like  this  for  your  mother  (or,  your  wife,  your  son,  your  little 
daughter)."  This  is  a  valid  appeal  to  sentiment.  The  high-pressure  sales- 
man may  be  more  likely  to  appeal  to  sentimentality — an  affected  or 
mawkish  excess  of  sentiment,  which  may  give  an  impression  of  in- 
sincerity. This  reminds  us  of  what  in  the  theatre  is  called  overacting  or 
emoting,  a  characteristic  of  the  "ham  actor." 

Ben  Feldman,  of  East  Liverpool,  Ohio,  a  leading  life  under- 
writer in  the  United  States,  placed  over  $20  miUion  of  life  insurance  in 
1960.  He  is  described  as  a  quiet,  unassuming  gentleman.  Instead  of  high- 
pressure  methods  Mr.  Feldman  uses  high-pressure  ideas. 


Though  it  happens  rarely,  occasionally  a  man  appUes  for  life  in- 
surance on  his  own  initiative,  not  because  he  has  been  studying  pohcies 
and  premium  rates,  but  because  he  has  been  considering  certain  facts  of 
his  situation  which  disturb  him — needs  for  money  after  his  death  which 
he  can  provide  for  only  by  life  insurance.  And  frequently  a  client  is 
persuaded  to  buy  life  insurance  with  little  or  no  discussion  of  policies  and 
premium  rates  as  is  illustrated  by  this  experience : 

At  Carnegie  Tech,  about  1920,  one  of  our  students  was  a  young 
branch  store  manager  who  had  just  become  an  agent  of  a  Hartford  com- 
pany. While  he  was  studying  life  situations  (the  economics  of  life  insur- 
ance; why  it  is  needed),  but  before  he  had  begun  the  course  in  life 
insurance  policies,  he  talked  with  an  old  friend  who  was  married  and  had 
a  little  daughter  who  was  the  apple  of  his  eye.  The  new  agent  said,  "I 
suppose  you  own  life  insurance." 


Life  and  Life  Insurance  284  ^ 

"Oh,  yes.  I  bought  a  $10,000  policy  when  I  was  married." 

"Have  you  bought  any  since  then?" 

"No."  j 

"Why  did  you  buy  that  poUcy?"  j 

"Why,  to  leave  something  for  my  wife  if  I  died."  j 

"You  mean  to  live  on.  That  $10,000  well  invested  would  give  her 
$400  or  $500  a  year.  Could  she  and  your  little  daughter  Hve  on  that?" 

"Of  course  not.  But  my  wife  was  a  high  school  teacher  and  she  says 
that  if  I  died  she  could  easily  get  a  teaching  position  at  a  good  salary." 

"How  fortunate  that  she  has  a  profession!  But  I  am  thinking  of  your 
little  daughter.  Have  you  thought  of  this :  That,  just  as  now,  if  you  were 
gone  she  would  need  her  mother's  time  and  care.  Being  a  mother  is  a  full- 
time  job,  isn't  it?  If  you  left  your  wife  enough  to  live  on  without  working, 
she  would  be  free,  as  at  present,  to  be  with  her  child.  And  you  would  be 
leaving  your  daughter  what  she  will  need  more  than  anything  else — ^her 
mother's  time  and  care.  How  much  capital  would  it  take  to  give  your  ' 
wife,  at  4  or  5  per  cent,  the  minimum  income  she  would  need?" 

After  a  moment  of  thinking  his  friend  said,  "At  least  $50,000.  What 
would  $50,000  of  straight  life  cost  me?" 

"Oh,"  replied  the  new  agent,  "I  don't  know.  We  haven't  yet  studied 
the  premium  rates.  But  if  you  wiU  give  me  your  date  of  birth,  I'll  tele- 
phone our  office  and  one  of  the  clerks  wiU  teU  me  the  rate  for  your  age." 

And  so  this  new  agent  who  was  well  informed  on  the  various  needs 
for  buying  life  insurance  but  had  not  yet  begun  to  study  the  science  of 
life  insurance,  began  his  life  underwriting  career  with  a  $50,000  case 
and  an  impressive  story  we  shall  never  forget. 

This  is  a  good  example  of  persuasion,  logic,  and  motivation — the  | 
use  of  simple  facts  and  an  appeal  to  the  finer  emotions. 


In  writing  fiction  or  in  discussing  facts,  as  in  advertising  or  selling 
or  politics,  etc.,  with  the  purpose  of  getting  someone  to  do  something,  we 
appeal  to  human  interests,  which  stem  from  our  native  and  acquired 
traits;  that  is,  our  instincts  and  habits.  In  life  insurance  advertising  and 
selling  we  commonly  appeal  to  love  of  the  opposite  sex  and  the  parental 
instinct  (love  and  protection  of  wife  and  children)  and  the  habits  of 
living  which  require  financial  support. 

We  recently  read  some  correspondence  between  a  Connecticut 
manufacturer  and  a  citizen  of  Arkansas  that  is  a  good  example  of  an 
appeal  to  sympathy.  The  Little  Rock  man  wrote  that  he  needed  a  certain- 1 
sized  universal  joint  to  repair  the  tricycle  of  a  crippled  girl.  The  manu 
facturer  (himself  a  father)  shipped  the  part  and  wrote,  "I  am  sending  you : 

i 
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the  universal  joint.  No  charge."  Except  for  the  mention  of  the  crippled 
girl,  no  doubt  the  man  would  have  been  charged  the  regular  price.  And, 
no  doubt,  "crippled  girl"  was  more  effective  motivation  than  "crippled 
person"  would  have  been.  Some  persons  have  a  flair  for  simple,  effective 
motivation.  Others  need  to  study  the  subject  in  a  textbook  on  social 
psychology. 

The  human  springs  of  action — our  "drives" — are  universal.  All  hu- 
man beings  are  motivated  by  their  native  tendencies.  Yet  there  are 
individual  differences;  e.g.,  the  "drive"  for  leadership  is  strong  in  some 
men  and  women  and  weaker  in  others;  yet  we  all,  in  some  degree,  have  a 
desire  to  be  superior,  to  be  looked  up  to,  to  have  influence,  be  first  or 
chief  among  many — to  be  governor  of  our  state  or  chairman  of  a  com- 
mittee or  considered  an  authority  on  something  if  only  a  hobby  of  some 
sort.  With  Napoleon  and  Hitler  the  leadership  trait  was  a  mania. 

As  to  gregariousness,  some  of  us  love  to  mingle  with  crowds,  are 
at  home  with  strangers  as  weU  as  with  acquaintances;  others  like  only 
small  gatherings  of  family  and  friends  and  may  be  shy  with  strangers. 
Few  of  us  like  to  be  long  alone;  yet  there  have  always  been  hermits,  some 
of  them  a  bit  queer,  like  Saint  Simon  Stylites,  the  medieval  ascetic  who 
lived  alone  on  top  of  a  tall  pillar  of  stone  "far  from  the  madding  crowd." 

The  parental  drive  varies  in  different  persons — from  the  doting 
overindulgent  parent  to  the  one  whose  interest  in  his  children  seems  to 
be  strong  only  when  there  is  a  question  as  to  their  safety,  their  need  for 
protection.  There  are  very  few  fathers  who  do  not,  in  some  degree,  re- 
spond to  the  need  to  protect  their  children  with  life  insurance.  Even  the 
seemingly  hard-boiled  businessman  may  be  a  tender-hearted  parent, 
as  illustrated  by  the  following  experience. 

Many  years  ago  when  Sixth  Avenue,  New  York,  now  the  hand- 
some Avenue  of  the  Americas,  was  the  hideous  route  of  an  elevated  rail- 
way, I  was  riding  under  the  roar  of  the  Sixth  Avenue  El  in  a  taxicab 
with  an  aggressive  businessman  who  was  telling  me  about  a  deal  in 
which  he  was  making  a  large  profit.  At  the  end  of  his  story  his  mood 
suddenly  changed.  He  reached  into  his  side  coat  pocket,  drew  out  his 
closed  fist,  then  opened  it  to  my  view.  In  the  palm  of  his  hand  lay  two 
little  wooden  toy  cows  with  broken  legs.  He  said,  "This  morning  my 
little  girl  Betty  brought  these  to  me  and  said,  'Daddy,  will  you  fix  my 
little  cows  for  me?'  Though  I  knew  I  couldn't  do  it  I  said,  'Yes,  Betty, 
I'll  fix  them  as  good  as  new.'  On  the  way  downtown  I  stopped  at  a  toy 
shop  and  had  them  send  Betty  a  couple  of  dozen  of  these  little  cows.  And 
what  do  you  suppose  Betty  said  to  me  when  I  kissed  her  good-bye?" 

"I  haven't  an  idea." 

"She  said,  'Daddy,  will  you  help  me  always?'  " 
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"What  did  you  say?" 

"I  said,  'Yes,  Betty.  I  will  always  help  you.'  And  do  you  know,  it 
made  me  think  of  my  life  insurance." 


We  think  of  two  other  practices  on  the  part  of  the  salesman  that  are 
a  help  to  both  the  salesman  and  his  client — the  use  of  (1)  understate- 
ment and  (2)  familiar  ideas  and  language.  They  help  the  salesman  to 
have  a  willing  listener,  especially  when  they  have  not  been  previously 
acquainted,  and  are  perhaps  meeting  for  the  first  time.  Understatement 
is  likely  to  seem  credible,  makes  it  easier  for  one  to  decide  whether  to  ac- 
cept the  salesman's  claims  as  fact  or  fiction.  If  the  facts  seem  to  be  em- 
bellished or  exaggerated,  the  cHent,  instead  of  believing,  may  be  trying 
to  decide  what  is  true  and  what  may  be  doubtful. 

It  is  of  the  utmost  importance  that  the  ethical  salesman's  state- 
ments be  accepted  as  factual.  He  should  avoid  the  use  of  superlative 
adjectives  and  words  that  have  a  superlative  meaning,  like  "perfect." 
Superlatives  may  be  taken  with  a  grain  of  salt,  may  create  doubt  and 
even  distract  the  attention  of  a  sceptical  listener.  "Good"  is  more  be- 
Hevable  than  "best";  "satisfactory"  more  believable  than  "perfect." 

The  salesman's  vocabulary  should  be  familiar  to  the  listener  so  that 
he  thinks  only  of  the  idea  and  not  the  language;  after  all  the  function 
of  the  language  is  only  to  convey  the  idea.  Whenever  possible,  one 
should  studiously  avoid  the  use  of  technical  terms  which,  to  the  layman, 
are  the  jargon  of  the  trade.  It  should  never  be  necessary  for  anyone  to 
wonder  or  ask,  "What  does  that  word  mean?" — as  I  sometimes  ask  a 
doctor. 

A  life  underwriter  once  said  to  me,  "I  try  to  talk  to  all  persons,  even 
a  college  professor,  in  language  that  could  be  understood  by  an  eighth- 
grade  boy  or  girl."  And  I  knew  a  man  whose  speech  always  reminded  me 
of  Boswell's  Dr.  Samuel  Johnson.  Instead  of  "undoubtedly"  he  said  "in- 
dubitally."  He  was  fond  of  the  word  "consequently,"  used  it,  I  am  sure, 
hundreds  of  times  daily;  e.g.,  "if  you  leave  your  dividends  to  accumulate, 
consequently  you  can  mature  a  Life  policy  as  an  endowment."  Sometimes 
his  "consequently"  made  no  sense  at  all,  and  sometimes  I  found  myself, 
instead  of  listening  to  him,  wondering  "Why  does  he  keep  harping  on  con- 
sequently?" Many  of  us  are  addicted  to  some  eccentricity  of  speech  that 
may  annoy  or  amuse  certain  persons,  especially  one  who,  like  a  prospec- 
tive buyer,  feels  that  in  granting  an  interview  he  is  bestowing  a  favor.  It 
may  be  a  good  idea  for  the  salesman  to  request  his  mentor  to  call  atten- 
tion to  any  peculiarities  of  diction  and  suggest  more  simple  substitutes.  A 
good  motto  for  the  salesman  is  "Keep  it  simple — always." 
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As  to  familiar  ideas:  Take  the  familiar  idea  of  "life  income."  One 
man  says,  "You  can  elect  to  have  the  proceeds  of  a  policy  paid  to  your 
beneficiary  in  continuous  installments."  Another  agent  says,  "You  can 
direct  the  company  to  pay  your  wife  a  monthly  life  income  instead  of 
paying  her  the  money  in  one  sum."  Here  is  an  example  of  a  famiUar 
idea  (life  income)  in  familiar  language — "direct"  instead  of  "elect," 
"wife"  instead  of  "beneficiary,"  "money"  instead  of  "proceeds,"  "life 
income"  instead  of  "continuous  installments." 
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Some  Conclusions 


THINKING  back  over  these  pages,  one  may  arrive  at  these  conclusions : 
That  life  and  life  insurance  are  cause  and  effect;  that  like  other 
important  inventions  life  insurance  is  the  response  to  certain  felt  human 
needs,  the  solution  to  problems  that  must  have  sorely  troubled  men  and 
their  families  down  through  the  ages. 

That  practitioners  of  several  professions — lawyers,  investment  coun- 
selors and,  in  certain  situations,  the  physician,  must  depend  on  the  life 
underwriter  to  make  certain  of  their  essential  recommendations  effective. 

And  that  there  are  moral  and  morale  benefits  accruing  from  the 
maintenance  of  life  insurance  adequate  to  discharge  one's  obUgations  in 
certain  contingencies. 

The  lawyer  may  develop  a  satisfactory  plan,  or  will  or  trust,  for 
the  conservation  of  an  estate,  including  a  provision  of  life  insurance  to 
pay  post-mortem  taxes  (local  taxes  and  federal  income  taxes  due  or  ac- 
crued and  estate  taxes)  but  he  looks  to  his  client's  life  underwriter  to 
make  the  plan  effective  by  providing  the  means  to  assure  the  payment  of 
these  and  other  estate  obligations. 

The  investment  counselor  recommends  that  a  young  man's  first  in- 
vestment should  be  in  life  insurance — for  the  creation  of  an  immediate 
estate  to  protect  his  family  and  to  begin  the  accumulation  of  savings  for 
emergencies  and  for  his  retirement.  But  he  must  depend  on  the  services 
of  the  life  underwriter  to  provide  the  policies  that  are  evidence  of  the 
investment. 

In  a  previous  chapter  we  cited  the  case  of  a  physician  who  found  he 
could  make  only  one  major  recommendation  to  the  mother  of  a  child  af- 
flicted with  cerebral  palsy — the  purchase  of  a  substantial  amount  of 
life  insurance  so  that  a  young  daughter  would  be  provided  for  if  she 
survived  her  parents.  There  are  thousands  of  helpless  invalids  who  sur- 
vive their  protectors;  and  too  many  of  them,  for  the  want  of  life  insur- 
ance, become  charity  patients. 
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Certainly  the  benefits  of  life  insurance  are  not  limited  to  material 
advantages.  Just  as  in  other  aspects  of  life  there  are  qualities  of  character 
that  are  the  result  of  practice  or  neglect  of  thrift,  so  too  there  are  moral 
and  morale  effects  derived  from  the  use  or  non-use  of  life  insurance 
which  is  evidence  of  prudence  and  foresight  in  respect  to  certain  in- 
evitable financial  obligations  of  the  future. 

No  doubt,  based  on  our  observation  of  families  we  have  known,  we 
would  all  agree  that  a  person  who  is  thrifty  not  only  in  the  use  of  his 
earnings  but  also  in  the  care  of  his  home,  his  automobile  and  other  things 
is  of  quite  a  different  character  than  one  who  is  a  spendthrift  or  is  care- 
less in  the  use  or  maintenance  of  his  possessions. 

And  there  is  a  difference  in  character  between  families  that  are  fore- 
sighted,  with  an  eye  to  future  as  well  as  present  needs,  and  those  families 
whose  sole  interest  seems  to  be  in  the  enjoyment  of  the  present. 

Consciously  or  unconsciously,  the  father  who  is  adequately  insured 
has  been  influenced  by  the  wish  to  provide  for  his  family  and  himself 
the  assurance  of  a  way  of  life  that  will  afford  them  psychological  as  well 
as  physical  advantages. 

There  are  many  one  can  think  of,  such  as:  the  mental  comfort  or 
peace  of  mind  as  to  the  uncertainties  of  the  future  instead  of  a  feeling  of 
insecurity;  the  opportunity,  in  any  event,  for  the  family  to  be  together 
(a  New  York  man  told  me  that  the  great  sorrow  of  his  life  was  that  at 
his  father's  death  his  six  children  were  separated  so  that  some  had  to 
live  far  away  from  their  mother  with  relatives  and  grew  up  hardly  know- 
ing their  brothers  and  sisters);  the  assurance  that  the  mother  would  not 
have  to  be  away  from  home  earning  a  living  and  her  children  could  have 
the  priceless  benefit  of  her  time  and  care;  the  realization  that  the  family 
could  maintain  its  social  status  in  the  community  where  they  had  lived 
during  their  father's  lifetime;  a  feeling  of  self-respect  because,  as  pre- 
viously, they  would  be  independent  and  not  subject  to  the  indignity  of 
depending,  even  partially,  on  the  charity  of  friends  or  relatives;  and  the 
assurance  to  the  widow  of  a  secure  and  peaceful  old  age. 


Money  may  be  a  root  of  evil — i.e.,  money  in  superabundance,  which 
may  promote  riotous  living.  But  the  lack  of  money,  which  we  call  poverty, 
may  result  in  a  way  of  life  that  may  end  in  ill  health  and  constant  distress 
of  mind,  or  a  broken  home  or  in  the  too  common  social  ill  of  teenage 
delinquency. 


For  the  head  of  the  family  who  is  well  insured,  there  can  be  no 
doubt  but  that  the  ownership  of  life  insurance  provides  benefits  of  morale. 
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The  maintenance  of  an  adequate  life  insurance  program  is  a  habit  of 
thrift,  prudence  and  foresight.  Certainly  it  increases  a  man's  self-respect 
as  one  who  has  done  his  duty;  and  certainly  the  sense  of  assured  security 
gives  a  feeling  of  confidence  that  is  a  help  to  him  in  freeing  his  mind  of 
worries  that  might  be  a  mental  handicap  in  his  appUcation  to  his  business 
or  profession.  And  no  doubt  when  it  is  known  to  his  associates  and  em- 
ployers, banker  and  creditors  that  he  is  well  insured,  this  enhances  their 
regard  for  him  as  one  who  has  a  sense  of  responsibility  to  those  to  whom 
he  has  obUgations  that  evidently  he  means  to  provide  for  even  in  event 
of  his  death. 

And  certainly  when  a  man  is  very  ill,  as  most  of  us  will  be  at  some 
time,  and,  as  the  doctor  says,  one  should  have  a  quiet  mind  to  aid  in 
one's  recovery,  the  knowledge  that  he  has  provided,  in  event  of  his  death, 
for  the  discharge  of  his  financial  obligations  to  his  family  and  his  creditors 
will  reheve  him  of  worries  that  would  otherwise  torment  him  and  perhaps 
retard  his  recovery  to  good  health. 


Summing  up,  it  seems  that  the  man  who  has  provided  his  family  with 
at  least  an  income  sufficient  for  modest  comfortable  living  has  assured 
them  the  means  for  the  pursuit  of  happiness,  by  which  we  mean  the 
enjoyment  of  a  good  life — ^living  in  a  healthy  environment,  having  a  good 
education,  the  opportunity  to  associate  and  make  friends  with  neighbors 
who  are  good  citizens  and  to  be  sustained  by  the  self-respect  that  is 
promoted  by  freedom  from  the  depressing  effect  of  requiring  assistance 
from  relatives  or  friends. 

Most  men  would  agree  that  it  is  a  matter  of  concern  to  them  that  if 
they  died  they  would  be  remembered  as  persons  who  had  provided  for 
their  families  and  payment  of  their  obligations  to  creditors.  There  are 
not  many  who  could  be  so  remembered  without  the  aid  of  life  insurance. 
That  is  especially  true,  of  course,  of  those  who  die  young  or  in  early 
middle  life.  One  of  the  most  common  of  all  neighborhood  gossips  after 
the  funeral  of  a  family  head  is  about  the  financial  condition  of  his  widow 
and  children — whether  he  has  left  them  "well-fixed." 


The  life  underwriter  who  is  steeped  in  the  lore  of  life  and  life  insur- 
ance is  an  indispensable  factor  in  the  maintenance  of  our  economy  that 
must  provide  for  the  present  and  the  future  needs  of  our  people.  As  there 
are  workers  in  business  and  agriculture  who  attend  to  our  present  re- 
quirements, the  life  underwriter's  concern  is  for  future  benefits  without 
which  eventually  there  would  be  much  want  and  distress. 

Another  contribution  by  the  life  underwriters  is  the  investment  of 
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billions  of  dollars  in  the  securities  of  government  and  industry.  Due  to  their 
efforts  the  life  insurance  companies  have  accumulated  billions  of  assets 
invested  chiefly  in  high-grade  bonds  and  first  mortgages  and  they  are 
collecting  bilHons  of  premiums  annually  that  add  to  their  contribution  to 
the  nation's  investments. 


In  a  paragraph,  which  we  interpret  as  a  tribute  to  the  dedicated  life 
underwriter,  Mayo  Adams  Shattuck,  in  his  book  An  Estate  Planner's 
Handbook  wrote:  "To  have  averted  the  tragedy  of  waste,  sacrifice,  and 
neglect  that  ordinarily  attends  death  in  the  full  flush  of  life  is  demonstrably 
a  genuine  satisfaction."  And  of  estate  planning,  which,  in  effect,  is  the 
purpose  of  the  ownership  of  any  amount  of  life  insurance  he  said  that  "it 
is  a  growing  attention  to  a  better  way  of  human  life." 

But  it  is  the  widow  whose  future  is  assured  who  sets  the  highest 
value  on  the  life  underwriter's  services.  Thousands  of  widows  have 
written  touching  tributes  of  which  the  following,  pubhshed  in  July,  1961, 
is  a  good  example. 

This  lady  felt  that  no  one  but  a  mother  who  had  lost  her  husband 
could  know  what  she  had  been  through.  She  wanted  to  express  her  grati- 
tude for  a  life  underwriter's  services  to  her  in  her  sorrow  and  need  for 
guidance  and  to  show  what  a  dedicated,  well-informed  life  insurance  man 
or  woman  can  do  to  help  a  widow  to  make  the  most  of  what  her  husband 
has  left  her  to  take  the  place  of  his  earnings. 

Her  husband  was  killed  in  an  accident.  First  there  was  the  awful 
shock  of  the  sudden  and  devastating  loss  that  had  come  to  her  and  her 
little  daughter.  Then  the  sense  of  bewilderment  as  to  the  future. 

She  says,  "The  most  tragic  thing  I've  ever  seen  is  the  young  widow 
who  knows  little  or  nothing  about  her  husband's  affairs,  who  doesn't 
know  how  to  manage  money  at  all  and  who,  in  too  many  cases,  has  little 
or  no  money  to  manage." 

But  suddenly  a  light  shone  into  her  dark  day.  On  the  day  of  the 
fatal  accident,  her  husband's  life  insurance  man  came  to  see  her,  took 
care  of  the  life  insurance  claim  and  "laid  out  a  rough  plan  for  my 
financial  future."  He  secured  for  her  all  the  necessary  information  about 
her  benefits  from  the  Veterans  Administration,  the  Social  Security  Board, 
the  Industrial  Accident  Board  and  her  husband's  company.  "As  a  re- 
sult," she  says  "claim  payments  from  each  of  these  offices  were  almost 
immediate  .  .  .  because  one  man  took  upon  himself  the  responsibility 
for  the  widow  of  a  policyholder."  The  underwriter  arranged  a  financial 
program  with  payments  of  cash  for  cash  needs  and  income  for  living 
expenses. 

"I  wonder,"  she  says,  "if  all  agents  realize  the  assurance  of  security 
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that  a  well-planned  program  gives  to  the  person  for  whom  it  is  intended." 
Of  course,  it  "doesn't  make  up  for  the  loss  of  one's  husband.  But,  when 
you  can  see  what  looms  ahead  because  he  lovingly  provided  insurance 
protection,  it  makes  the  future  seem  less  formidable.  ...  I  knew  that 
when  Mary  was  ready  for  college  there  would  be  money  available.  But, 
more  important ...  I  could  stay  home  with  her." 

The  obligations  of  her  husband's  estate  were  paid,  also  a  large 
amount  of  the  home  mortgage;  and  the  income  payments  were  adequate, 
she  said,  for  her  "day-to-day  needs";  and  "at  every  step  of  the  way  I 
had  the  reassurance  of  help  and  advice  from  a  most  conscientious  in- 
surance man.  .  .  .  The  amount  of  good  that  each  agent  can  do  cannot  be 
reckoned  in  dollars  and  cents." 

Concluding  with  an  appeal  to  life  underwriters,  she  says,  ".  .  .  please, 
for  the  sake  of  all  those  women  who  could  be  in  the  same  position  as  I 
was  in  1952,  keep  working  on  the  families  who  aren't  rich  and  never  will 
be.  They  are  the  ones  who  have  the  greatest  need  for  your  product  and 
your  services." 


We  close  with  these  words  of  Clarence  J.  Myers:  "Our  business  is 
all  about  people — men,  women,  and  children,  their  hopes  and  fears  for 
the  future,  their  feelings  of  obligation  toward  others,  their  strivings 
toward  self-reliance  and  independence." 
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policy,  nonparticipating,  76 

participating,  248 
as  primary  investment,  69,  83,  108 
principal  sum  created  by,  23 
proceeds,  investment  of,  34 

left  on  deposit,  at  interest,  254 
program  (see  life  insurance 

program) 
to  protect  property  value,  87 
protection,  23,  24,  41 
provisions  for  income,  25 
renewable  term,  280 
required,  estimate  of,  1 8 
risk  of  loss,  covered  by,  8 
salesmanship,  school  of,  1 1 
scientist,  203-205 
slogan,  102,  108 
specific  needs  for,  84 
strength  of,  79 
and  time,  1 1-12 
and  widows,  30 
to  take  worry  out  of  life,  1 02 
without  cash  value,  206-207 
Life  insurance  program,  54,  279 
in  action,  66-69 
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procedure,  82-84 

provisions  of,  83 

and  social  security,  29 

for  specific  needs,  57-61 

steps  in,  83-84 

of  young  family,  62-65 
Life  Office  Management  Association, 

14 
Life  underwriter,  assistance  by,  82 

and  estate  planning,  157 
Life  underwriting,  a  profession,  70 
Life  value,  205 

and  compound  discount,  16 

decline  of,  with  age,  17 

estimates  of ,  16-17 

insurable,  5 

method  of  calculating,  1 3 

and  property,  6 

and  Adam  Smith,  3-4 

time  as  a  factor  in,  1 1 
Limited  installment  option,  255 
Limited  payment  life  policy,  241 
Linton,  A.  M.,  79,  124,  142, 
208-209,  225,  244-245 
Living  expenses,  cash  needed  for,  25 

life  insurance  intended  for,  3 1 

monthly  income  for,  23 
Living  trust,  195-196 
Loading  for  expenses,  249 
Loan  value  option,  245 
Locke,  J.,  4 
Longevity,  of  annuitants,  261-262 

average  increase  in,  15-16 

odds  of,  30 
Loss,  due  to  forced  sale,  17 

of  life  insurance  funds,  35 

protection  against,  8 

reduction  of,  9 

risk  of,  9 

sharing  of,  through  premium 
payments,  9,  263 

in  volume  of  assets,  17 
Lotka,  A.  J.,  14 

Lump  sum,  and  the  life  insurance 
deposit  option,  49-50 

paid  to  widow,  33 

settlement,  26 

distressing  stories  of,  45-48 


M 


Man,  and  his  estate,  133  ff 
and  his  family,  21  ff 
in  mass,  as  mathematical  certainty, 

16 
money  value  of,  14 


Marine  insurance,  9 

Marital  deduction,  in  federal  estate 

tax  law,  44,  159 
Market  fluctuation,  217,  231-232 
Marshall,  P.,  199 

Massachusetts  Investors  Trust,  228 
McMaster,  L  B.,  11,  12 
Memorial  and  endowment  funds, 

105-106 
Mercantilism,  theory  of,  4 
Method  of  settlement,  change  in,  26 
Minimum  budget,  life  insurance 

needed  for,  88 
Money,  10 

in  the  bank,  37-38 

as  income,  32 

and  interest,  38 

life  insurance,  squandered  by 
widows,  45-48 

needed  for  instalhnent  payments, 
57-60 

risk  of  managing,  53 

widows,  and  their,  31-33 
Monthly  income,  graduated,  60-6 1 

from  life  insurance,  28,  66 

needed,  57-60 

from  social  security,  27-29 
Morale,  288-289 
Mortality,  cost  of,  210 

of  men,  17 

single  premium,  265,  268 

of  women,  17,  30 
Mortality  table,  19,  263 

1941  Commissioners  Standard 
Ordinary,  15,  264,  265 

1958  Commissioners  Standard 
Ordinary,  16,264 
Mortgage,  cash  needed  to  settle,  25, 
60,86 

risk  in  owning,  221 
Mother,  need  of  children  for,  58 
Motivation,  283-284 
Mutual  funds,  206-207 

advantages  of,  220-222 
Mutual  plans,  143-146 
Myers,  C.  J.,  292 


N 


National  Association  of  Securities 

Dealers,  218-219 
Need  selling,  281-282 
Needs,  14 

for  cash,  85-87 

of  children,  for  mother,  58 

for  income,  88-94 


299 


INDEX 


for  life  insurance,  1 8,  84 

permanent,  48 
Net  cost,  of  life  insurance,  213-214 
New  York  Life  Insurance  Company, 

142 
Nonparticipating  policy,  248 

annuities,  1 1 1 


Obligation,  duration  of  life 

insurance  company's,  101 
Option,  cash  values  and,  243-246 

dividend,  of  participating  policies, 
108 

extended  term  insurance,  246-247 

fifth  dividend,  249 

fixed  amount,  255-256 

income  tax,  for  stockholders,  179 

life  annuity  income,  100 

life  insurance  deposit,  49-50 

limited  installment,  255 

loan-value,  245 

paid-up  insurance,  215 
Optional  settlements,  34,  82-84, 

253-262 
Options  to  closely  held  business, 
178-180 

dividend,  249-252 

to  personal  businesses,  179 

to  policyowner,  253 

to  widow,  253-254 
Ordinary  insurance,  cost  of,  76-77 

versus  term,  76-77 
Osier,  W.,  24 


Page,  W.  H.,  52 

Paid-up  insurance,  cash  value  of, 
250-251 

option,  215 

purchase  of,  by  dividends, 
108-250 

for  reduced  amount,  247 
Parrington,  V.  L.,  1 1 
Participating,  annuities,  1 1 1 

policies,  248 
Partners,  168-169,  174-176 

death  of,  174 

estate  plan  for,  175 

life  insurance  for,  204-205 

unlimited  liability  of,  172 
Partnership,  forced,  175 

law  of,  1 74 


Period  certain,  257-258,  260 
Perpetuities,  laws  against,  256 
Permanent  insurance,  66—67,  240 
Personal  trustees,  191-192 
Persuasion,  art  of,  281-282 
Petty,  W.,  12 
Phillips,  D.  G.,  7 
Phoenix  Mutual  Life  Insurance 

Company,  13 
Planning,  an  estate,  135-137 

for  retirement,  145 
Plans,  mutual,  143-146 
Policies,  irrevocable  assignment  of,  as 
memorial  or  endowment, 
105-106 

for  life  insurance  program,  82-84 

nonparticipating,  248 

participating,  248 
Policy  contract,  and  premium,  237  ff 
Policy  loan,  interest  on,  245 
Policy  reserve,  210 

effect  of  compound  interest  on,  215 

selling,  281 
Pohcy owner,  option  to,  253 

retirement  income  for,  259 
Ponzi,  C,  131 
Porter,  S.,  22 
Premium  loan,  automatic,  214—215, 

245-246 
Premium  payment,  241-242 

default  in,  215 

rate,  for  life  annuity,  109 

reduction  of,  by  dividends, 
249-250 

sharing  of  loss  through,  9 
Premiums,  calculation  of,  265-268 
Presbyterian  Ministers'  Fund,  1 02 
Principal  sum,  created  by  life 
insurance,  23 

distribution  of ,  101 
Probate,  116 
Probe,  116 
Procrastination,  3 1 
Production,  factors  in,  1 1 
Property,  business,  1 6 1 

control  of,  43 

of  dependents,  205 

joint  ownership  of,  198 

life  insurance  to  protect,  87 

and  life  value,  6,  8,  15 

value  of,  in  estate,  86 
Proprietor,  sole,  168-173 
Protection,  24,  204 

against  losses,  8 

against  shrinkage  of  estate,  87 

of  business  interest,  18 
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of  dependents,  144 
as  income,  24,  28 
institution  for,  30 
life  insurance  as,  41 
long  range,  76 
meaning  of,  1 00 
for  old  age,  28 
for  100  years,  101 
permanent  guaranteed,  230 
steps  necessary  for,  23 
for  widows,  28 
Provident  Savings  Assurance  Society, 
211 


Reade,W.,  16 

Readjustment  income,  60-61,  67,  89 
Refund,  on  annuity,  1 10,  258-259 
Renewable  term,  242,  280 
Retirement,  annuity,  111 

income,  227,  244,  259 

planning  for,  145 

of  worker,  1 6 
Ricardo,  D.,  6 
Risk,  coverage,  first  type  of,  9 

of  loss,  covered  by  life  insurance,  ^ 

in  speculation,  5 1 

of  managing  money,  53 

needless,  26 

of  stock  ownership,  119 
Robertson,  W.  A.,  6,  99,  203-205 
Rogers,  D.  I.,  48 


Sale,  forced,  and  loss  of  assets,  17 
Savings  account,  self  completing, 

243-244 
School  of  Life  Insurance 

Salesmanship,  11 
Scientist,  the  life  insurance,  203-205 
Selling,  for  specific  needs,  281-282 
Settlement  agreements,  82-84 

of  fife  insurance  estate,  1 15-1 17 

Settlements,  comparison  of,  115-1 17 

between  executor  and  surviving 

partner,  175 
optional,  253-262 

and  income  plans,  185  ff 
Shattuck,  M.  A.,  8,  39,  43,  291 
Single  premium,  annuity  policy,  100 
joint  and  survivor  annuity,  110 
Hfe  policy,  106,  109-110 
payment,  241 

by  dividends,  249-251 


Slavery,  and  labor  theory  of  value, 

6,  13 
Smith,  A,,  11,  13 

and  Frankhn,  B.,  1 1 

and  life  values,  3-10 

and  The  Wealth  of  Nations,  4 
Social  security,  as  compulsory 
insurance,  28 

income  from,  27-29,  58 

and  life  insurance  program,  28 
Social  science,  insurance  as  a,  14 
Specific  needs,  life  insurance  program 
for,  57-60 

for  life  insurance,  84 
Speculation,  125-132 

risk  of  loss  in,  5 1 
Spillman,  H.  C,  6 
Standard  Annuitants  Table,  17 
State  Insurance  Departments,  28 
Stock,  common,  investment  of  life 
insurance  company  in,  147 

ownership,  risk  of,  119 
Stock  company,  248 
Stock  market,  226-228 
Stockholder,  limited  Uability  of,  172 

taxation,  179 
Straight  hfe,  annuity,  259 

policy,  240 
cost  of,  64 

versus  term  insurance,  76-77 
Surplus,  earnings,  and  life  value,  1 3 

and  dividends,  271 

of  life  insurance  company, 
248-249 
Survivors  to  age  sixty-five,  107,  111 
Survivorship  annuity,  111 


Tax,  corporate,  179 

federal  estate,  on  good  will,  9, 
166-167 
law,  188 

marital  deduction  in,  44,  159 
payment  of,  in  installments, 
178-179 
federal  income,  176 

on  interest  portion  of  annuities, 

108-109 
and  life  annuities,  261 
option  for  stockholders,  179 
payments,  post-mortem,  need  of 
cash  for,  86 
social  security,  27-28 
Term  insurance,  versus  straight  hfe, 
76-77 
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conversion  of,  to  straight  life, 
64-65 

convertible,  76 

cost  of,  76-77 

extended,  246 

reducing  year-to-year,  2 1 6 

renewable,  206,  208-209,  280 
level  premium  plan  versus, 
210-212 

versus  straight  life,  76-77 
Term  policies,  240 
Thompson,  M.,  145 
Thrift,  life  insurance  as  form  of,  72 

virtue  of,  205 
Time,  and  life  insurance,  10-11 

and  estate  building,  135 

insurance,  11 
Training  plans,  financial,  of  family, 

70-75 
Trust  agreement,  186,  276 

provisions  in,  193-194 

termination  of,  1 87 
Trust,  company,  discretionary 
powers  of,  9 1 

fund,  34 

life  insurance,  157 

services,  193-194 
Trustee,  186 

personal,  191-192 


U 


Utility,  12 


Value,  capital,  of  worker's  life,  13-14 

in  commodities,  4 

insurable,  13-14 

labor  theory  of,  4 

life,  time  as  measure  of,  1 1 

money,  of  man,  14 

property,  and  life  value,  1 5 

of  slaves,  to  owners,  6 

source  of,  in  goods  and  services,  1 2 
Variable  annuity,  223 
Vauban,  S.  Le.  P.  de,  12 
Voltaire,  F.,  71 


W 


Waiver,  of  premium  benefit,  142 
Wall  Street  panic,  80 
Warning,  218-219 
Waste  and  want,  45-48 
Wealth,  of  nations,  and  Adam  Smith, 
4 

in  relation  to  land  and  labor,  1 2 

as  value  in  exchange,  14 
Wharton,  D.,  149 
Whole  life  policy,  240 
Widow,  option  to,  253-254 
Widows,  dependent  and  independent, 
96 

and  their  estates,  195-196 

income,  monthly,  for  life  to,  61 

and  their  investments,  1 1 8 

and  life  income  for,  95-97 

and  life  insurance,  30 

and  the  life  insurance  deposit 
option,  49 

and  their  money,  31-33 

need  for  certainty  of  income,  1 1 8 

preparing  wives  to  be,  34-36 

protection  for,  28 

remarriage  of,  and  investment,  44 

squandering  by,  of  life  insurance 
money,  45-48 

unpreparedness  of,  for  investment, 
51-54 

of  wealthy  husbands,  40 

and  wives,  30 

young,  32 

and  young  children,  89-90 
Wilde,  O.,  24,  279 
Wills,  disagreement  about,  1 16 

in  holograph,  200 

making  of,  197-200 

witnesses  required  for,  197-198 
Wives  and  widows,  30,  34-36 
Women,  as  investors,  31-33 

mortality  of,  17,30 
Worker,  capitalization  of  wages  of,  7 

retirement  of,  1 6 

value  of  man  as  a,  4 
Worry,  102 
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